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The Western-Hemisphere 
Concept: 
Permanent or Fleeting ? 
By J. Fred Rippy* 


I 





Two fundamental objectives of the foreign relations of the 
United States are national security and prosperity. Until recently, 
the Western Hemisphere was assumed to be of greatest impor- 
tance in the attainment of both objectives. But this idea is now 
said to be outmoded. Berated and buffeted by the champions of 
the newly-conceived One-World idea, it may never regain its 
lost prestige. 

Since the late 1930's the presumed significance of the Western 
Hemisphere has been vigorously attacked with three main argu- 
ments: (1) The “shrinkage of the earth” by remarkable achieve- 
ments in transportation and the resulting magnification of the 
external threat to Hemispheric security; (2) inadequacy of the 
Hemisphere as a self-sufficient economic unit; (3) geopolitical 
pronouncements that reduce the Hemisphere’s two continents 
with an isthmian connection to a mere island surrounded by the 
immense land masses of Africa and Eurasia—a mere island with 
an area of only sixteen million square miles! 


The Western-Hemisphere concept may not survive. It may 
not deserve to survive without prudent modification. It could 
be consigned to the rubbish-heap of abandoned presiding ideas 


* Professor of American History, The University of Chicago. 
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if public officials of the United States, and those who elect them, 
aspire—or continue to aspire—to lead the entire world into an 
era of global peace and prosperity, expending more energy and 
larger resources in shaping the destiny of the peoples of the Old 
World than in improving the fortunes of the inhabitants of the 
New. Only the future can reveal whether this aspiration exceeds 
the capabilities of the United States and if so, how soon its people 
and politicians will be convinced of it. In any event, at least 
a good portion of the occupants of the Americas, probably includ- 
ing most of the articulate Latin Americans in particular, will not 
suffer neglect without complaint and seem likely to cling to this 
Hemispheric concept because of nostalgia for the recent past or 
in order to serve their best interests as they see them. 

A prominent American historian devoted to Latin America pre- 
dicted the extinction of the Western-Hemisphere idea a short 
time ago, but offered a word of solace. Its death, he said, would 
not be sudden or swift and few would know of its fatal condi- 
tion in advance or the exact hour of its death. It was not going 
out like the ebbing tide; the tide always comes back. It was 
going out never to return—this concept of the unique Western 
Hemisphere where a part of the race once supposed it has a chance 
to make a new start—and therefore its ebbing could not be com- 
pared with the movement of the tides. 

Its departure should rather be thought of in terms of the reces- 
sion of the earth’s great glaciers. The snows that fall on the 
mountain peaks do not melt at the glacier’s end until a good 
many years later. Most of the glaciers are in full retreat, but 
the longest of them are still advancing in spite of diminishing 
snows. Pan-Americanism, writes this historian, is in the 
condition of the long glaciers. Founded and periodically devel- 
oped with the conviction that “the peoples of this Hemisphere 
Stand in special relationship to one another which sets them apart 
from the rest of the world’”—a conviction based upon geography 
(as it was viewed until recently); upon a feeling of superiority 
in political, economic, and social affairs (or at least a cheerful 
optimism in respect to such important matters); upon a sense 
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of fear and incapacity—a feeling of inferiority—in reference to 
dealing with perverse Europe (if not other and less-familiar parts 
of the planet); and upon the creed that the inhabitants of this 
New World are bound together by a similar history and common 
ideals—Pan-Americanism thus defined should be likened to one 
of these long glaciers, its recent advances, if any mainly the result 
of snows that have fallen in the past. The climate is changing, 
has changed, and the almost unreplenished glacier will soon be 
in steady retreat, never to thrust itself forward again. (The Pan- 
American movement long ignored Canada; but since the 1890's 
she has been at liberty to occupy her vacant seat at almost any 
time she pleased). 


Or, dropping this frigid simile and reverting to the warmer 
human analogy, the historian mentioned finds that the Western- 
Hemisphere concept is dying, but dying so placidly and gradually 
that neither the victim nor its friends and observers are fully 
aware of its plight. The few mourners now beginning to wail 
are almost unnoticed, and are grieved because they do not know 
the nature of the victim’s disease rather than because they have 
realized that the disease is fatal. The physicians have a word 
for this mode of dying—they call it euthanasia—but it is death 
just the same.’ 

Measured by the historians of Europe and the Orient, or such 
of them as consider a bundle of centuries a mere bagatelle, the 
Western-Hemisphere concept is young. Its exact age is hard to 
determine. Its growth has been intermittent. Its whimsical curves 
and configurations befuddle. Even the date of its birth is uncer- 
tain. Perhaps it is no older than a century or so. Perhaps it 
dates from the landings at Jamestown and Plymouth Rock. It 
arrived at maturity only yesterday. But relatively young or com- 
paratively old, the time for its funeral is said to have arrived. To 
the proponents of the United World, it has become useless, and 
even dangerous because it is injecting poison into the global atmos- 


1 Arthur P. Whitaker, The Western Hemisphere Idea: Its Rise and 
Decline, (Ithaca, New York, 1954), pp. 131, 154-176. 
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phere, and therefore it must be buried, like all the anachronous 
and harmful ideas that have outlived their epochs. 

It is possible, however, that its final passing may give rise to 
more commotion and hand-wringing than this historian expects. 
It has such a noble ancestry. True it is that noble progeny some- 
times become degenerate and perverted, and that the descendants 
of the nobility must also die. But every corpse has its funeral, 
and some funerals are more agitated and noisy than others, 
depending upon the prestige of the deceased. Perhaps the disease 
will not be fatal. 

That this Western-Hemisphere concept has a distinguished 
ancestry, immortalized by the founding and development of a 
score of nations, not even the proponents of this new global aspi- 
ration can deny without stultifying themselves. Numbered among 
its progenitors are George Washington, Alexander Hamilton, 
Thomas Jefferson, James Monroe, Henry Clay, James G. Blaine, 
Simon Bolivar, Juan Igafia, Antonio Mufioz Tebar, José Cecilio 
del Valle, and Domingo F. Sarmiento. Let some of them speak. 

Washington, 1796: “Europe has a set of primary interests which 
to us have none or a very remote relation. Hence she must be 
engaged in frequent controversies, the causes of which are essen- 
tially foreign to our concerns.” * 


Jefferson, 1811: “What, in short, is the whole system of Europe 
towards America .. .? One hemisphere of the earth, separated 
from the other by wide seas on both sides, having a different 
system of interests flowing from different climates, different soils, 
different productions, different modes of existence, and its own 
local relations and duties, is made subservient to all the . . 
interests of the other, their laws, their regulations, their passions 
and wars.” 

Jefferson again, 1813: “America has a hemisphere to itself. 
It must have a separate system of interest which must not be sub- 
ordinated to those of Europe. The insulated state in which nature 
has placed the American continent should so far avail it that no 


2 From the Farewell Address, of course. 
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spark of war kindled in the other quarters of the globe should 
be wafted across the wide oceans that separate us from them.” ° 

Clay, 1818: “I am inclined to believe they [the Latin Amert- 
cans} will establish free governments. We are their great example. 
Of us they constantly speak as brothers... . They adopt our prin- 
ciples, copy our institutions, and, in many instances, employ the 
very language and sentiments of our revolutionary papers. But 
it is sometimes said that they are too ignorant . . . to admit of 
... free government.... It is the doctrine of thrones that man 
is too ignorant to govern himself. . . . Self-government is the 
natural government of men.” 

Clay again, 1820: “It is within our power to create a system 
of which we shall be the center and in which all South [Latin} 
America will act with us. ... Let us break these [ European} 
political and commercial fetters; . . . let us become real and 
true Americans and place ourselves at the head of the American 
system.” * 

Monroe, 1823: “Our policy in regard to Europe . . . remains 
the same, which is not to interfere in the internal concerns of 
any of its powers.... But in regard to these continents [of the 
Western Hemisphere} circumstances are eminently and conspicu- 
ously different. It is impossible that the allied powers [Europe's 
Neo-Holy Alliance} should extend their [despotic and power- 
balance} political system to any portion of either continent with- 
out endangering our peace and happiness; nor can anyone believe 
that our southern brethren, if left to themselves, would adopt it 
of their own accord.” ® 

Blaine, 1889: “Common fate has made us inhabitants of two 
continents. ... Like situations beget like sympathies and impose 
like duties... . We believe that hearty cooperation . . . will 
save all American States from the burdens and evils which have 
long cruelly afflicted the older nations of the world. We believe 


’ Both passages are quoted by Whitaker in op. cit., pp. 28-29. 

*From The Works of Henry Clay, V (Calvin Colton ed., New York, 
1857), 145-146, 242-243. 

* From Monroe’s famous message of December 2, 1823. 
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that a spirit of justice . . . will leave no room for an artificial 
balance of power like unto that which has led to wars abroad 
and drenched Europe in blood. We believe that friendship, 
avowed with candor and maintained with good faith, will remove 
from American States the necessity of guarding boundary lines 
. . . with fortifications and military force.” ° 

Bolivar, 1815 and 1824: ‘How beautiful would it be if the 
Isthmus of Panama were for us what Corinth was for the Greeks! 
God grant that some day we may have the fortune there to install 
an august congress .. . to deal with . . . nations of the other 
three parts of the world. ... An immortal epoch in American 
. . . history will be established on the day our plenipotentiaries 
exchange their credentials. ‘When, a hundred centuries later, 
posterity . . . remembers the pacts that consolidated its destiny, 
they will examine . . . [the proceedings} of the Isthmus with 
coped... ..°" 

Juan Egafia, Chilean, 1811: “Peoples of America, each one 
retaining its particular domestic . . . policy, need to unite for 
their external security against the plans of Europe and to avoid 
wars among themselves... . The day when America assembled 
in Congress . . . speaks to the rest of the world, its voice will 
command respect... .” ® 

Antonio Mufioz Tebar, Venezuelan, 1813: ‘The lessons of 
experience should not be lost. ... The spectacle which Europe 
offers us, drenched in blood [seeking] to establish and ever-per- 
turbed equilibrium, should correct our policy and protect us from 
those bloody reefs... . It is necessary .. . to resist the aggres- 
sions which European ambition might attempt. And this Colos- 
sus of Power which must oppose that other colossus cannot be 
formed except by ... union... so that... [it} .. : may apply 
all its enormous resources to. . . resisting . . . foreign aggression 


6 International American Conference, Reports of Committees, 1 (Wash- 
ington, D. C., 1890), 42-43. 

7 Documents on Inter-American Cooperation, 1 (Robert N. Burr and 
Roland D. Hussey ed., Philadelphia, 1955), 27 and 37. 

8 Ibid., 1, 22-23. 
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and, by multiplying mutual cooperation, elevate us to the peak 
of Power and prosperity.” ° 

José C. del Valle of Central America, 1822: Let us ‘‘create: 
1) the great federation that must unite all the American States; 
2) the economic plan that must make it rich . . . a general trade 
agreement . . . for all the American States . . . and the mer- 
chant fleet needed. It is impossible to enumerate the benefits 
that would be produced. ... Relations among the Americans, 
united by the great bond of common interest, would become 
closer; they would learn to identify their interests; and they would 
form .. . one large family.” *° 


Still other progenitors might be identified by similar state- 
ments, but further quotations at the moment might strain the 
reader's patience. Their ideas and sentiments are sometimes a 
little vague and unrestrained, and impatient of evils such as 
power-balances to which statesmen have had to accommodate 
themselves because they have not been able to contrive anything 
better. In modernistic terminology this concept might be summed 
up in the phrase “American Community.” 


The four major principles of action that have served as the 
unique community's cohesive substance are these: (1) Detach- 
ment from European domination and European politics (if not 
from the political affairs of the rest of the planet); (2) freedom 
of the seas and equality of treatment in commercial relations; 
(3) devotion to democracy and civil liberty; (4) inter-American 
collaboration for the attainment of security, peace, and progress. 
Since the early 1940's economic progress has been generally 
proclaimed as the solid basis for other objectives; but Latin 
Americans have not been satisfied with the emphasis it has 
received. Aware of the economic assistance that the United 


9 Tbid., 1, 25-26. 

10 [bid., 1, 30-31. The Latins of America have not always included the 
United States in their projects of integration. Sometimes they employ the 
term ‘American States” to embrace only themselves in the exclusive man- 
ner in which the adjective American has been used in the United States. 
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States has extended to other regions—perhaps exaggerating its 
magnitude in the case of some of them and less vividly conscious 
of the peril it is designed to cope with—they have felt neglected. 
Apparently motivated mainly by eagerness to have their own 
economic welfare promoted in the same manner, and even in 
larger measure, they have become the foremost advocates of the 
Western Hemisphere concept. The first of its four principles, 
detachment from foreign control and avoidance of reinvolvement, 
has been half discarded. The third, democracy and civil liberty, 
is still an ideal imperfectly realized, especially in most of 
the Latin-American republics, but an ideal that has not been 
renounced even by their dictators and despots, and the state of 
Latin America is no worse in this respect than that of Asia and 
part of Africa. The other two are still alive but not in good 
health, it is said. 

Viewing the subject of inter-American collaboration with hind- 
sight and with long perspective, it seems unfortunate, both from 
the Hemispheric standpoint and from the standpoint of those 
animated by global aspirations, that the United States failed to 
give it more attention from the outset. Henry Clay may have 
been imprudent when he demanded recognition of the Spanish- 
American insurgents four years before the United States began 
to recognize their independence; but in urging deeper sympathy 
for these Latin neighbors and deeper devotion to the American 
System, he probably exhibited great wisdom and foresight. How 
much further advanced, in economic development, in education, 
in public health, and even in politics, might the Latin Americans 
have been if the ideal of collaboration for peace, security, and 
progress had been adopted a century or even half a century ear- 
lier! How much better off would the United States have been, 
and now be, with more flourishing and stronger neighbors in 
this New World and with supplemental supplies of plantation 
rubber and quinine, numerous hard fibers, and dozens of other 
strategic and critical materials near at hand instead of almost 
entirely in more distant regions where they may not be accessible 
in times of severe crisis! 





~ -- 


tv 





WESTERN-HEMISPHERE CONCEPT 11 


But fate and lack of intelligent planning have permitted a 
far different state of affairs. Aggressive territorial, trade, and 
investment expansion, along with the exploitation of a vast con- 
tinental domain, interfered during earlier decades; later, too 
much attention was probably diverted from Latin America to 
Europe, the Orient, and other regions. The Latin Americans 
were relatively neglected or dealt with as people to be used rather 
than developed. Those who harvested their millions from banana 
and sugar plantations or mines and oil wells made little or no 
returns in the form of benevolent activities designed to promote 
the general welfare of the region. The importance of a more 
liberal distribution of the benefits of economic enterprise too 
seldom entered the heads of vigorous and shrewd men deter- 
mined to accumulate fortunes to be used at home to increase 
their power or in conspicuous consumption. Their profits either 
remained largely in the United States or were invested or spent 
in other areas of the world. No fructifying ideal of benevolence 
toward Latin America ever infused the minds of the people of 
the United States as a whole or inspired many of its businessmen 
and political leaders until it began to be accepted a short decade 
or so ago, and even now its influence is probably very tenuous. 

But it does no good to regret lost opportunities. What has 
passed has vanished. The American Community—half of it 
more in need of help than able to give it, either to this Hemis- 
phere or to other regions—can act only in the present and the 
future, neither of which seems very promising at this moment. 
But the peoples of the Americas must somehow find the wisdom 
and the way to make the best of an unhappy situation. Money 
and technical assistance bestowed by the United States upon the 
teeming millions of Eurasia and Africa—no matter how necessary 
or commendable—cannot be utilized in Latin America. Com- 
modities purchased by the United States elsewhere reduce pur- 
chases from Latin America. Hardly anything is now produced, 
or can be produced, in this region that cannot be produced some- 
where else. The United States must seek a judicious balance of 
gifts, loans, procurement, and technical aid, alloting to Latin 
America a prudent and proper share. 
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The international agencies and instruments of the American 
Community are fairly well established: an Organization of the 
American States; a permanent secretariat; consultations of cab- 
inet officials; mutual defense arrangements; agencies for sanita- 
tion and other technical tasks—apparently every organization that 
could be needed. The major problem at this juncture is the 
problem of finance. It is doubtful that the United States can 
continue to support a tremendous race in armaments and at the 
same time continue to send large gifts and cheap loans to nearly 
all the rest of the world that remains free from Communist 
domination. The scope of expenditures will have to be kept 
within limits that can be afforded. Few people are now so 
heavily loaded with taxes as the people of this country. Poli- 
ticians who are so well paid that they can ignore the falling 
value of the dollar and the heavy taxes may boast of ever-expand- 
ing prosperity, but poverty caused largely by government spend- 
ing and price inflation will soon be stalking the land, victimizing 
particularly the groups engaged in cultural pursuits and all those 
who neither produce nor sell material goods and must depend 
on relatively fixed incomes. Many of the irreplaceable resources 
of the nation are approaching the point of exhaustion. Some- 
body, somewhere, may have to get along with less of this bounty. 
Will Latin Americans be the first to be deprived of their hitherto 
relatively meager share? 


II 


Not if their urgent pleas are heeded. As stated earlier in 
this discussion, they have become the most ardent supporters of 
the Western-Hemisphere concept. Article 51 of the United 
Nations Charter, permitting the establishment and operation of 
regional systems within the world organization, was mainly their 
handiwork. The late Carlos Davila of Chile, who helped to 
accomplish that feat, probably expressed the prevailing sentiment 
of the region when he declared in a recent book * that he favored 


11 We of the Americas (Chicago, 1949). The quotations are from pp. 
23, and 253. 
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a World Federation “organized on a regional basis” and a New 
World “economically, politically, and militarily integrated, self- 
sufficient and self-protected from pole to pole,” and when he 
complained that the people of the Western Hemisphere had had 
to ‘‘adapt” themselves “‘to events originating on other continents,” 
having done “nothing to shape them.” 


Pan-Americanism has been tail-endism [he wrote} or has not 
existed at all. ... In world affairs, Pan-Americanism has 
never wielded any influence other than that of the United 
States. Latin America has had little more than a vicarious 
sense of weight in world affairs through the power of the 
United States, on whose global policies the other American 
republics were never consulted until that country was already 
committed, and carried along by the stormy winds blowing 
and directed from beyond the oceans. 


Voicing the postwar opinion of many Latin-American leaders, 
Davila went on to express profound regret that the “Western 
Hemisphere missed its destiny when it failed to organize itself 
as one entity, powerful and independent enough to move world 
affairs instead of being swallowed up by them.” And taking 
notice of the new orientation in the United States, he declared: 
“A massive barrage of propaganda has . . . led the public to 
believe that to follow European policies is internationalism, while 
to follow hemispheric policies is isolationism.” ** 


But these are only Davila’s political views. Like most articu- 
late Latin Americans of the postwar period he placed major stress 
on economic collaboration. He noted that the United States had 
urged the countries of Western Europe “to put some order in 
their continental economics, set up some form of coordination 
or customs union,” and yet seemed unconcerned about “‘this 
Western Hemisphere,” which remained ‘‘totally unorganized, in 
a state of very dangerous economic anarchy,” making very limited 
use of virtually ‘‘unlimited resources.’” Although short of money 


12 Ibid., pp. 10, 42. 
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—or at least of the will and wisdom to invest it in the most 
productive way—Latin America had more urgent needs: “‘machin- 
ery, tools, and know-how” and a larger share of the United 
States market, already too fully supplied and likely soon to be 
more completely occupied by the products of Africa and Asia.”* 


Regarding the need for markets, Davila was most emphatic: 
“The solution lies in markets; markets in Latin America to keep 
open an outlet for North American production.” Differing from 
many of his compatriots, especially those in national adminis- 
trative posts, he disclosed no enthusiasm for official loans from 
Washington. “The era of political government loans to Latin 
America should be ended,” he declared, “no matter what dollar- 
hungry governments may say.” Such loans had neither “bene- 
fited the governments to the south” nor promoted the interests 
of the United States. He earnestly pleaded instead for market 
“integration,” which he thought would not be difficult in any 
but the Rio de la Plata countries, and good management might 
include even these without painful sacrifice.* 


A noted Mexican diplomat and publicist, Ezequiel Padilla, has 
been stressing both markets and capital for more than a decade. 
Writing in 1943 he contended: “With the limits of the American 
continent, we must not permit the competition of merchandise 
which comes tainted with starvation wages . . . not merely to 
guarantee the well-being of American man, but also . . . to hold 
up to shame the exploitation of peoples of the rest of the world.*® 
Eleven years later he complained: *° 


Just as quinine and rubber were transplanted to the jungles 
of Malaya, Burma, and Indonesia, so hard . . . fibers, copra, 
sugar, peanuts, cotton, and . . . less important agricultural 
products are now being intensively cultivated in Africa, . . 


13 [bid., pp. 24, 54. 

14 Ibid., pp. 34, 243-244. 

15 Free Men of America (New York, 1943), p. 131. 

16 See Foreign Affairs, Jan. 1954, pp. 277-278 and 272-276, for this 
and the following quotations from Padilla. 
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{where} production . . . of minerals such as tin and copper 
is usurping the share of similar Latin-American enterprises 
in world markets. Moreover, modern technology is con- 
spiring against New World products by substituting syn- 
thetics for fibers... . Copper is being successfully replaced 
by aluminum alloys. 


The remedy Padilla advocated was economic unification of the 
Western Hemisphere. ‘The essence of Pan-Americanism,” he 
contended, “is economic solidarity.’ ‘Numerous institutions for 
economic cooperation have . . . been established, but when the 
question of actually constructing a unified continental system 
comes to the fore,” he complained, ‘the Pan-American spirit 
seems to fade away.” He insisted that: 


An assured market and the stimulation of fair prices are 
the legitimate ideals for the economic security of Latin Amer- 
ica.... The Coffee Convention ... was a model of what 
can be done. It brought a sharp rise in prices and still 
exerts a beneficial effect... . The various committees engaged 
in adjusting agricultural production throughout the United 
States can serve as examples of how an assured consump- 
tion of Latin-American products might be organized. Like- 
wise minimum prices can be established by contracts for 
given periods. The objective would be to treat the whole 
hemisphere as an economic unit and thus rescue Latin Amer- 
ica from the grip of blind economic forces. . . .  Latin- 
American producers are unorganized. Nothing and no one 
defends them. They are at the mercy of foreign markets 
over which they have no shadow of control. 


It is clear that Padilla was oblivious of the American consumer, 
the ‘forgotten man” of the postwar epoch. His sole concern was 
for the Latin-American producer. He suggested, however, that 
higher prices and an assured market for Latin-American com- 
modities would expand the purchasing power of Latin America 
and thereby enrich exporters in the United States. He also 
declared that investments by citizens of this country in Latin 
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America would confer mutual benefits. The capital would find 
a “‘secure outlet, and its employment would solve the struggle 
for funds which . . . frustrates the best and most legitimate 
aspirations of Latin Americans.” 


A decade earlier Padilla had written: 2" 


The United States hopes to maintain the extraordinary stand- 
ard of living it has created. Latin America is trying to 
establish a standard of living it has not yet known. The 
pooling of our . . . resources will achieve this common end. 

From this fruitful combination will come a united, 
fraternal continent. 


By this means the United States could cushion the shocks of 
economic depression. “The advance toward the West will become 
the advance toward the South . . . a healthy expansion which 
will establish the reciprocal prosperity of our nations.” 

Latin Americans, Mexicans in particular, like to dwell upon 
the theme of international investment as a hedge against this 
depression ailment. Though familiar with Karl Marx, they 
prefer to quote the utterances of citizens of the United States 
or of economists more orthodox than Marx. One writer included 
in his book the following statement made by Milo Perkins 
in 1942: 

This is a long, long fight to make a mass-producing economy 
work. ... The battle will be won when we have built up 
mass consumption to a point where markets can absorb the 
output of our mass production industries running at top 
speed. . . . Complete victory will not be won until there 
is full and increasing use of the world’s resources to lift 
living standards from one end of this planet to the other.”* 


It was such assertions as this and others like the following, prob- 
ably penned by Henry Wallace, who was later to be ridiculed 


17 Free Men of America, pp. 134-136. 
18 Luis Quintanilla, A Latin American Speaks (New York, 1943), 
pp. 85-86. 
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for his alleged determination to provide a daily “bottle of milk 
for every Hottentot,” that inflated the hopes of these other 
Americans. The statement was made in 1934 in connection with 
the Inter-American Highway as a sort of relief project: *° 


























With road connections established, the resultant benefits in 
exchange of goods, in development of natural resources, in 
exchange of goods, in development of natural resources, 
in growth of tourist traffic, in higher standards of living 
in areas hitherto barred from economic progress . . . appear 
manifest. . . . But the possibilities do not end here. Through- 
out a very long period . . . we have been dependent upon 
the Far East and the Antipodes for many commodities. . . . 
Among these may be mentioned hard rice, tea, cinnamon, 
and other spices and condiments, camphor, quinine, and 
other medicinals and drugs, rubber, copra, many vegetable 
and essential oils, . . . copal, . . . abaca hemp, and insec- 
ticide plants... . 


A Mexican banker-bureaucrat, flushed with joyful expectations, 
arzived at the following extravagant conclusion in 1941 after 
assembling the views of Malthus, Ricardo, John Stuart Mill, 
Marx, and Lord Keynes on the subject of “diminishing returns” 
from investments in maturing homelands: *° 


As a natural and inevitable result of economic laws, whose 
workings are beyond her control, the United States is bound 
to export capital... . The United States must export cap- 
ital to Latin America. ... The United States must act thus 
if she does not wish to risk the stagnation of her economy 
and... a depression similar to that of 1929. The United 
States must . . . devote herself . . . to creating purchasing 
power . . . by means of investments in Latin America. You 
may have to give your capital away, lest you become a mod- 
















19 Senate Document No. 224, 73 Cong., 2 Sess. (1934): “Proprosed 
Inter-American Highway,” pp. 9-10. 

20 Eduardo Villasefior, ‘Inter-American Trade and Financial Problems,” 
in Inter-American Solidarity (Chicago, 1941, p. 94). 
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ern Midas and witness the decline and fall of the United 
States in the golden age of plenty.... I say then: get rid 
of your treasure—lend it, give it, throw it away—if you 
do not wish to perish in the midst of plenty. 


Such is one of the strong motivations of Latin America’s devo- 
tion to the Western-Hemisphere concept. If these fond antict- 
pations could be realized there would be no lack of snow to 
push this Pan-American glacier forward. They have been disap- 
pointed so far; but unless certain high officials of the United 
States are currently engaging in what the Latins have called 
“Blah-Blah” Pan-Americanism, the climate is becoming some- 
what more propitious. A few excerpts from the record are 
now offered. 


The President's Cabinet meeting, July 3, 1953: “The President 
observed that because of preoccupation with Europe and Asia 
in recent years, United States policy toward Latin America was 
generally unsatisfactory. . . . Eisenhower proposed . . . that 
consideration should be given to the possibility of developing 
cooperation among the Latin-American countries and greater con- 
solidation of their various economic . . . resources, such as was 
being carried forward in Western Europe.” * 

Stanley Andrews, Technical Cooperation Administration, July 
1954: “As you know, there is terrific pressure on the part of the 
Latin-American people. They feel we have largely passed them 


by in our aid programs.... Some... superiors in our govern- 
ment feel we ought to take a greater interest in Latin America. 
Latin America is the area of .. . greatest investment of American 


capital; it is the area where our greatest trade goes on, and it 
is our neighbor.” * 

M. N. Hardesty, Foreign Operations Administration, regional 
director for Latin America, April 1954: “By helping build greater 


21 Robert J. Donovan, Essenhower: The Inside Story (New York, 1956), 
pp. 138-139. 

22 House Committee on Appropriations, 83 Cong., 1 Sess., Hearings: 
“Mutual Security Appropriations for 1954,” pp. 434-435. 





A etal 


WESTERN-HEMISPHERE CONCEPT 19 


economic strength and stability in Latin America, we gain stronger 
allies for mutual defense and more effective partners in trade. 
These pragmatic considerations are, of course, only a part of 
our reasons for giving assistance... . It is at the heart of our 
national spirit and tradition to share our special gifts with those 
less fortunate to assist them in their struggle to better their lives. 
Certainly, this response is especially strong where we are called 
upon to help people who are closely linked to us by geography 
and history, and whose march toward freedom has so closely 
paralleled our own.” *° 


United States International Development Advisory Board, Sep- 
tember 1954: “Latin America is our largest customer, supplier, 
and field of foreign investment, an area of phenomenal growth, 
an indispensable and irreplaceable ally. Latin America lies within 
our inner fortress; no error of omission or commission is per- 
mitted us.” ** 


Larger proportions than usual were made for Latin America 
in fiscal years 1954-1957, and prospects for the immediate future 
seemed promising. The recession of the long glacier, if this 
frigid analogy may be permitted again, appears likely to be post- 
poned. The Western-Hemisphere concept may survive for at 
least a few more decades. 

There has been, and in all probability there still is, a special 
American Community, although it is now less detached from 
other regions of the world than it was a few decades ago and 
probably will continue to be less detached than formerly am/ess 
the Communist hordes take control over the rest of the globe. 
Involvement of the United States in power-politics, inventions 
in the fields of transport and military weapons, and the rise and 
decline of nations have tended to undermine—perhaps have com- 
pletely undermined—a part of the main bulwarks of the Hemis- 
phere’s isolation and virtually destroyed its sense of security. 


28 House Committee on Foreign Affairs, 83 Cong., 2 Sess.: Hearings: 
‘Mutual Security Act of 1954,” p., 372. 
*4 An Economic Program for the Americas, p. 3. 





20 INTER-AMERICAN ECONOMIC AFFAIRS 


The trumpets of Armageddon have summoned it from its con- 
tinental base, the smaller as well as the larger nations, which 
have pressed the smaller countries into participation or combat. 
But the Western Hemsphere still remains the inner fortress. 
Though more exposed and less impregnable than it used to be, 
it is still a fortress. And surely the ideals of democracy, civil 
liberty, and mutual aid for peace, security, and progress, with 
a little more emphasis on this than on other segments of the 
globe, have not become entirely outmoded. Perhaps the Latin 
Americans, now the most vociferous champions of the Western- 
Hemisphere concept, need to be gently reminded of the mutu- 
ality of this closer association: tactfully advised that consumers 
of the United States should not be exploited; that high prices 
for Latin-American products stimulate efforts to find sources of 
supply in other regions and substitutes in laboratories; that they 
should not deal too drastically with United States business enter- 
prises in their midst; that they should not expect to be pampered 
by their big neighbor, or ignore the tax burdens that oppress 
their friends in the North, or succumb to debilitating self-pity. 


Injurious conflict between the Western-Hemisphere concept 
and the United-World aspiration can be avoided if both are care- 
fully defined and cautiously modified to fit changing circum- 
stances. The isolationist sentiment embodied in the Unique- 
Hemisphere idea has always had its limitations. Isolationism 
has never applied to travel, trade, and investment, although the 
New World may have at times received, and probably ought to 
receive, preference in these respects. The Monroe Doctrine is 
a creed intended to achieve the objective of security. If it proves, 
or has proved, inadequate for that purpose it can be expanded 
so as to embrace a larger portion of the globe. It is not inflex- 
ible, nor should it be renounced. The original doctrine contains 
a pledge not to intervene in the politics of Europe if the European 
governments will abstain from intervention in the political affairs 
of America. But that pledge does not have to be kept by the 
United States if the national security demands otherwise and if 
friendly nations beyond the oceans not only refuse to invoke it 
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but even urge that it be ignored. If the One-World concept can 
be made to serve the security and prosperity of the New World, 
then let it be adopted to the extent that it promotes the New 
World’s interests, but not to the extent of dangerously depleting 
the energies and resources of the inner fortress. And if the 
Western Hemisphere can be molded into a model of peace, pros- 
perity, democracy and individual liberty, let this be done for the 
benefit of both the Hemisphere and the rest of the globe. The 
advocates of the two concepts, interpreted in this manner and 
modified in this fashion, should support each other and not 
engage in hostile competition. A Western Hemisphere devel- 
oped in harmony with its highest ideals can better serve other 
regions than a Western Hemisphere divided and weakened by 
attempting too much too soon. The maxim of “the Americas 
first” will not injure the peoples overseas in the long run by care- 
fully appraising the capabilities of this Hemisphere and prudently 
safeguarding this base of operations. 








Rail Transportation in 


Venezuela, 1835-1955 
By John C. Rayburn* 


Englishmen have not been the sole foreign investors in the 
railroads of Venezuela but they have played the leading role in 
these enterprises. Of the nation’s eleven major rail lines, four 
were built with British capital, one was constructed with German 
money, one was built by French financiers, and five were financed 
by Venezuela and her nationals. 


Railroad development in Venezuela has not followed any con- 
sistent pattern of growth. The majority of the lines were built 
between 1881 and 1893; most were constructed with foreign 
capital, with a government subsidy or a government guaranty of 
at least seven per cent return on the invested capital. 


The policy of subsidies and guaranties was changed in 1895 
when the sum of Bs. 50,000,000 was raised by loan and three 
of the least profitable lines of the nation were bought by the 
government. The accrued debt upon the guaranty clause of the 
remaining private roads was also paid, and this clause was can- 
celled in all existing contracts except that of the Puerto Cabello 
and Valencia Railway. In 1916 a separate agreement was made 
with this company, by which the government liquidated all 


* Associate Professor of History, Texas A. & I. College, Kingsville, 
Texas. 

1P, L. Bell, ‘Venezuela: A Commercial and Industrial Handbook,” 
U.S. Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, Special Agents Series, No. 212 (Washington: Government Printing 
Office, 1922), p. 336. 
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accrued indebtedness and the company agreed to the cancellation 
of this provision of its concession.’ 

A law which had far-reaching implications on the national 
railroad policy was enacted by the Venezuelan Congress and 
approved by the president on June 4, 1918. Article 15 of this 
document provided that the national chief executive could reserve 
the right in all subsequent contracts to buy any railroad and its 
equipment after giving notice of six months to the company 
concerned, and Article 33 empowered the federal executive 
to reduce freight rates where economic conditions warranted 
such action.* 

British rail investments in Venezuela averaged a return on 
the nominal capital of 3.8% in 1913, while for the year 1923 
the average was 2.5%. For the twenty-seven years beginning in 
1923 and ending in 1949 the average return on the nominal paid- 
in capital in Venezuelan railroads was less than 2%. 


The small return on the invested capital of the railroads in 
Venezuela has been attributed to various causes. The distribu- 
tion of the population, causing short disconnected lines to be 
built, the refusal of the companies to grant special rates for 
certain classes of products, and the building of highways have 
been mentioned as the chief contributing factors to the financial 
difficulties of the majority of the rail lines of the nation. 


Railroad contractors in Venezuela have had several great 
obstructions to overcome in building the rail system of that coun- 
try. In the Orinoco Delta, in the Maracaibo district, and in 
several other parts of Venezuela, the jungle with its lush vege- 
tation and its low, moist, and water-logged soil has been almost 
an insurmountable barrier. A dense jungle, sometimes twenty 
to thirty feet high, a ground filled with roots that made grading 


2 U.S. Bureau of Foreign and Domestic Commerce, “Railway Construc- 
tion and Revenues in Venezuela,” Commerce Reports, No. 250 (October 
24, 1916), p. 313. 

3U.S. Bureau of Foreign and Domestic Commerce, “New Laws on 
Railroad Concessions in Venezuela,” Commerce Reports, No. 220 (Sep- 
tember 19, 1918), p. 1066. 
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very difficult, and the need for iron bridges, iron crossties and 
even iron telegraph poles added greatly to construction costs. 
In the mountainous sections, steep grades, tunnels, and land- 
slides during the rainy season added much to the expense of 
construction and upkeep.* 


After the turn of the century, no new rail construction was 
undertaken until 1942 when the El Palito-Palmasola link, a 
thirty-five mile connection between the Bolivar and the Puerto 
Cabello and Valencia Railways, was completed.° 


The building of the Venezuelan railroads was the result of a 
long series of efforts by the government, in the majority of cases 
with inducements to outside capital, to tap and develop the 
three great commercial areas of the country: the Caracas, the 
Maracaibo, and the Orinoco regions. As in the case of steam 
navigation, many contracts were negotiated, many attempts were 
made at developing rail lines, and many failures resulted before 
success was finally achieved. 


The first British attempt at railroad building in Venezuela 
was planned as an outlet for the copper mines at Aroa, in the 
state of Yaracuy. This effort, in 1835, was a failure, but again 
in 1862 and in 1872 new attempts were made, and as a result 
the line was completed in 1877.° The first section, which was 
the beginning of the present Bolivar Railway Company, originally 
built by the Jardine-Matheson interests, ran from the port of 
Tucacas, located thirty miles west of Puerto Cabello, southwest 
to La Paz.’ The contractors encountered great difficulty in build- 
ing this two-foot gauge track, for in addition to dense vegetation, 


**Venezuela Transport Problems,” The South American Journal and 
Brazil and River Plate Mail, CXXXIV (July 31, 1943), 53. This pub- 
lication will hereafter be referred to as SA]. 

5““Venezuela Completes Strategic Rail Network,” Foreign Commerce 
Weekly, VIII (September 26, 1942), 9. 

®U.S. Bureau of Foreign and Domestic Commerce, ‘The Railroads 
of Venezuela,” Consular Reports, [X] No. 31 (July 1883), 89. 

7 Guy C. Riddell, “Present Mining Conditions in Venezuela,” Méning 
and Metallurgy, X (October 1929), 450. 
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disease, reptiles, and pests of all types, the cost of construction 
was greatly increased by the necessity of using iron ties and 
bridges. Because of the fact that the last five miles of the 
line included a grade of 600 feet, specially constructed engines 
were required.® 


The La Guaira and Caracas Railway Company, Limited 


From the standpoint of dividends, one of the most successful 
British investments in Venezuela for many years was the railroad 
connecting the capital with its seaport some twenty-two miles 
away. Owing to the inland location of Caracas and the need 
for communication with La Guaira, its seaport on the Caribbean, 
it was natural that one of the first attempts at rail construction 
would be the connection of these two important points. A con- 
cession was granted by the Venezuelan Government in April 
1854, to build a railroad from La Guaira to Puerto Cabello pass- 
ing through Caracas. Evidently this idea did not appeal to 
investors, for an administrative resolution limiting this conces- 
sion to the building of a line from Puerto Cabello to Valencia 
was issued on October 21, 1872. 

On March 11, 1879, a contract was signed between the gov- 
ernment and an American, Charles J. Bandman of New York, 
for the construction of the La Guaira-Caracas road.? Bandman 
was unable to fulfill his obligation; consequently a new con- 
cession was granted to William A. Pile on October 22, 1880, 
and this man, who was a former United States minister to Ven- 
ezuela, succeeded with the aid of British capital in completing 
this railroad on July 24, 1883."° According to the terms of the 
concession, the government pledged its word not to permit any 
other rail line to be constructed between these two cities; the 
property would revert to the government at the expiration of the 
concession which was to run for ninety-nine years.” 


® Commerce Reports, No. 250, op. cit., p. 313. 

® Roberto Moll, Lecciones de Economia Venezolana, Leccién XX (Ca- 
racas: Litografia del Comercio, 1944), 94-95. 

10 Ibid. 

11 “Railways in Venezuela,” SAJ, XLV (July 9, 1898), 42-43. 
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This line was built with a three and one-half foot gauge, with 
rails weighing fifty pounds to the yard, and with Vera crossties. 
When first built, the company was capitalized at 350,000 pounds 
sterling in ordinary ten pound shares. English money accounted 
for the majority of this amount, but the Venezuelan Government 
and various Venezuelan cities subscribed 160,000 pounds.'* The 
high cost of construction, approximately $154,668 per mile, 
was due to the mountainous country through which it passed.”* 
The capital of the corporation was later increased by 370,000 
pounds in five per cent debentures. Contrary to later practices 
followed by the government, there was no guaranty given on 
the invested capital. The road was officially opened July 24, 
1883, by President Antonio Guzman Blanco on the anniversary 
of the great National Fete held in honor of Simén Bolivar." 

The seventeenth general meeting of the shareholders in Lon- 
don, July 6, 1899, heard the news that the previous year had 
been a dull one financially, for it was pointed out that a com- 
mercial depression, a revolution, and cart competition were factors 
which prevented a larger dividend being paid.” 

Because the port of La Guaira was closed for some time during 
an epidemic of bubonic plague in 1908, no dividend was declared 
for that year. During 1910, however, five and one-half per cent 
was paid as a dividend, although during the same period the 
company reballasted six and one-half miles of track, replaced 
4,572 crossties, and relaid 793 meters of the line with sixty-five 
pound rails.”° 

The United States consul at La Guaira, Isaac A. Manning, 
stated in 1910 that the first-class passage from his city to Caracas 
was $2.40 one way, second-class was $1.54, while ordinary freight 


12U. §. Bureau of Foreign and Domestic Commerce, ‘La Guaira and 
Caracas Railway Company, Limited,” Commerce Reports, No. 19 (May 
7, 1923), p. 389. 

13 [bid. 

14 SAJ, XLV, op. cit., 42-43. 

18 Thid. 

16 “La Guaira and Caracas Railway,” SAJ, LXX (April 29, 1911), 507. 
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paid $.003 per kilo, merchandise paid $.002 per kilo, and the 
charge for cattle was 9.65 each and burros and calves paid 
$3.86 each.” 

By 1916 the invested capital in the line had reached $3,508,740; 
for the same year the capital stock was listed as $1,705,637, and 
it paid a six per cent dividend and yielded a net income of 
$254,644. With only one-twentieth of the total rail mileage of 
the nation, this road carried one-fourth of the freight.** 

The La Guaira and Caracas Railway was electrified in 1928, 
and at that time the company maintained a schedule of seven 
trains daily from La Guaira to Caracas and eight in the reverse 
direction. Revised passenger fares were listed as fifteen bolivares 
($3.00) for first-class passage and ten bolivares for second- 
class fare.*° 

The company experienced a steady decline in passenger traffic 
from 1913 when 25,654 fares were paid until 1941 when only 
1,086 passengers were carried.”° 

For the decade beginning in 1884 the average nominal return 
was 4.5 per cent per annum, then for the next ten years the 


average annual return was a little less than 4 per cent. Begin- 
ning with 1904 and continuing for 26 years the average nominal 
yield on the ordinary shares was nearly 6.4 per cent per annum, 
and for ten years of the period the return was 8 per cent each 
year. The dividend for 1931 was only 1.5 per cent and thereafter 
no dividend was paid.” 


17 U.S. Bureau of Foreign and Domestic Commerce, “Passenger and 
Freight Traffic on Venezuelan Railways,” Monthly Consular and Trade 
Reports, No. 354 (March 1910), p. 192. 

18U.S. Bureau of Foreign and Domestic Commerce, “Investments in 
Latin America and the British West Indies,” Special Agents Series No. 
169 (Washington: Government Printing Office, 1918), p. 376. 

19 U. S. Bureau of Foreign and Domestic Commerce, “Electrification of 
Caracas-La Guaira Railway,” Commerce Reports, No. 23 (June 4, 1928), 

, 390. 
A 20“La Guaira and Caracas Railway,” SAJ, CXXXIII (February 13, 
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21 Stock Exchange Official Y ear-Book, 1951 (London: Thomas Skinner 

and Company, [no date}), p. 351. 
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In 1944 the company entered into an agreement by which 
it would operate the Gran Ferrocarril de Venezuela, the German 
line which had been taken over by the Venezuelan Government, 


and would receive as compensation a fee based on the amount 
of traffic handled.”* 


The La Guaira and Caracas Railway was sold to the Venezu- 
elan Government in 1950 for 1,011,000 pounds sterling, half in 
cash and half in nine-month bills. After settlement of liabilities, 
the stockholders were awarded 760,000 pounds.*? Communica- 
tion Minister Oscar Manzei said this purchase was part of a 
plan to build a 3,000-mile railway network in Venezuela within 
the next five to eight years.** In July 1951, the board of direc- 
tors of the La Guaira and Caracas Railway announced that the 
second half of the installment due from the Venezuelan Govern- 
ment for the purchase of the line had been received in London 
on time, and the board advised holders of this stock not to dispose 
of their shares, but to wait for the final distribution.*° 

With the purchase of the company by Venezuelan government 
officials, Englishmen lost one of their most consistent dividend 
paying investments in that country. 


Puerto Cabello and Valencia Railway Company, Limited 


As a part of an over-all plan to connect Puerto Cabello, La 
Guaira, and Caracas, the Puerto Cabello and Valencia Railway 
was registered with the Venezuelan Government in 1885. Orig- 
inally a concession had been granted by the government (as early 
as April 15, 1854) to connect these three cities; however, on 
October 21, 1872, an administrative resolution had limited this 


22""La Guaira and Caracas Railway,’ SA], CXXVI (September 16, 
1944), 142. 

*3Sale of the Venezuelan Railways,’ SAJ, CXLVIII (October 28, 
1950), 214. 

24“Venezuela,” The Latin American Report, XVII (October 28, 
1950), 3. 

25 “La Guaira and Caracas Railway: The Bolivar Railway,” SAJ, CL 
(July 28, 1951), 46. 
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concession to the construction of a line between Puerto Cabello 
and Valencia.”° 


An English concern was given the right to build this line 
by General Antonio Guzman Blanco after the concession had 
been ratified by the National Congress.** The capital of the 
new enterprise was 820,000 pounds, on which the Venezuelan 
Government agreed to pay a seven per cent per year income 
guaranty. The stock was divided into two parts, 460,000 pounds 
in ten pound shares, and 260,000 pounds in seven per cent deben- 
tures. A ninety-nine year concession protected the company’s 
investment, and further provided that the property was to remain 
in possession of the firm in perpetuity.** Additional terms of 
the contract were: all material for working and maintaining the 
line would be admitted duty free, all property of the company 
would be free of taxes, 150 meters of public land would be 
granted on each side of the tracks, and no other line would be 
permitted to be built along this route during the life of the 
concession.** 


The road was formally opened by President Hermogenes Lopez 
on January 16, 1888.°° However, in April of that year, the com- 
pany announced that it expected to assume management from 
the construction firm within a short time, and that the managing 
director would be Mr. W. Mallon. 


26 Moll, op. cit., Leccién XX, p. 94. 

27 “Railway Works in Venezuela,” SA], XXII (November 28, 1885), 
529. 

28 SA], XLV, op. cit., 42-43. 

29“Puerto Cabello and Valencia Railway Company, Limited,” The 
Stock Exchange Official Intelligence for 1930 (London: Spotiswoode, Bal- 
lantyne and Company, Limited, 1930), p. 300. 

80 SA], XLV, op. cit., 42-43. 

51 U. S. Bureau of Foreign and Domestic Commerce, “Railroads in Ven- 
ezuela,” Consular Reports, XXVI, No. 92 (April 1888), 71. The English 
company of Perry, Caruthers and Company built this road and the equip- 
ment was furnished by Clark and Company of London. 
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In 1891 the company voluntarily agreed to the reduction of 
the government guaranty from seven to five per cent,** but this 
new arrangement did not prevent the government from further 
defaults, until finally, in 1899, its debt to the company reached 
157,146 pounds sterling.** 


Frequent floods and revolutions were among the causes of 
damage and loss of revenue to this concern. A large quantity 
of freight was carried by this line in 1892 and 1893, because 
during that period the German line from Caracas to Valencia 
was being built and much of the material used in its construction 
was carried over the Puerto Cabello and Valencia Railway.** 


Like most of the other railroads of Venezuela, this line ran a 
short distance from a seaport into the interior to tap some mining 
or agricultural area. It was beset by the plagues, floods, land- 
slides, droughts, and revolutions which afflicted the majority of 
Venezuela’s railroads. To further complicate this concern’s finan- 
cial situation, the government’s debt on its guaranty clause had 
reached 176,124 pounds sterling by 1909.°° 


In an analysis of the company’s financial condition in 1916, 
a United States consul reported that its rolling stock consisted of 
ten locomotives, thirteen passenger coaches, twenty-six flat cars, 
forty-three box cars, and twenty-eight stock cars, and that the 
passenger rates were seven and one-half cents per mile for first- 
class and six cents per mile for second-class accommodatons.”* 


Earnings never reached the seven per cent on the cost of con- 
struction guaranteed by the government, but payment by the gov- 
ernment was not forthcoming; consequently the debt owed by the 
government increased until 1916 when the company agreed to 





82“The Puerto Cabello and Valencia Railway Company,’SAJ, XLII 
(June 19, 1897), 699, 702. 
33 “Venezuelan Railways,’ SA], L (March 16, 1901), 290. 
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85 “Puerto Cabello and Valencia Railway,” SA], LXVI (May 1, 1909), 
499. 
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cancel the guaranty clause in consideration of a cash payment of 
190,000 pounds ($924,635).°” 

Bell, in his analysis of the Venezuelan economic system, stated 
that in 1922 the passenger rate was seven and one-half cents 
per mile, the second-class passage six cents, and the rate for 
freight twenty cents per ton-mile. Valencia was the location of 
the company’s shops and roundhouse.** 

Under an agreement of January 1, 1927, the company leased 
its lines to the Bolivar Railway Company, Limited, which con- 
cern agreed to take over the lines and work them during the 
remainder of the life of the concession, to be responsible for 
all expenses of repair and maintenance of the right of way and 
rolling stock, and to provide for the redemption of the coupon 
bonds at maturity.*° 

The Bolivar Railway Company, Limited, acquired title to the 
Puerto Cabello and Valencia Railway Company, Limited, in 1944 
by issuing 180,000 pounds of five per cent series A debenture 
stock in exchange for 180,000 pounds first charge coupon bonds 
of the latter company.*® Holders of ordinary shares lost their 
investment. 


The Bolivar Railway Company, Limited 


This railroad is the result of the merger of two companies 
which entered the transportation field in Venezuela at an early 
date. The holdings of this firm included at first only a line from 
the port city of Tucacas to the inland metropolis of Barquisimeto, 
and two branches, one to the mining area of Aroa and the other 
to San Felipe. The Quebrada Company, an English organiza- 
tion that owned the copper mines at Aroa as early as 1835, 


87 “Puerto Cabello and Valencia Railway Company, Limited,” The Stock 
Exchange Official Intelligence for 1930, op. cit., p. 300. 

88 Bell, op. cit., p. 267. 
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started a railroad from its holdings to the coast town of Tucacas. 
The mines were shut down in 1840, but in 1862 construction 
was again begun on the road and the mines were reopened.” 
On May 29, 1896, the Bolivar Railway Company, Limited, was 
registered to take over the railroad.* 

The South Western Railway of Venezuela was registered in 
1888 to take over a concession previously issued by the Venezu- 
elan Government for a line of fifty-five miles from Tucacas to 
Barquisimeto. The railroad had a guaranty clause, but it later 
compromised with the government and surrender this right. Its 
capital stock was 120,000 pounds sterling in ten pound shares.** 
Work was started on its construction in March of the same year 
in which it was registered, and it was formally opened by the 
president of the Republic on January 18, 1891.** 


The first year of operation resulted in a net return of 22,161 
pounds, but the directors were not satisfied with this amount, 
attributing the small return to an unstable government. Foun- 
dation for this contention came from the fact that several times 
during the year rebels operating in the area had commandeered 
trains belonging to the company. The directors complained to 
the stockholders that the requisites for financial success were a 
stable government and men at the head of the state who were 
determined to protect the trade and welfare of the nation.*° 


In 1896 the Bolivar Railway Company, Limited, entered into 
an agreement with the South Western Railway, often called the 
Barquisimeto line, by which a yearly rental fee was to be paid 


“1 Bell, op. cit., pp. 268-69. 
#2 “Bolivar Railway Co. Limited,” Moody's Manual of Investments, 
American and Foreign. Railroad Securities, 1950 (New York: Moody's 
Investors Service, 1950), p. 1435. 

43“South Western of Venezuela Railway,’ SAJ, XLVIII (March 3, 
1900), 234. 

*4 Great Britain, Foreign Office, ““Venezuela,’ Diplomatic and Consular 
Reports, Annual Series, No. 912 (London: H. M. Stationery Office, 
1891), p. 3. 

#5 “South-Western of Venezuela (Barquisimeto) Railway Company,” 
SAJ, XXXIII (July 2, 1892), 23. 
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to the latter.“* At the second annual meeting in London of the 
directors of the Bolivar Railway it was announced that it had 
been necessary to reduce rates to meet cart competition, that most 
of the line had been ballasted with slag, and that the net earnings 
for the previous year had been only 4,095 pounds.*’ 


After paying a rental fee to the South Western Railway in 
1897, the Bolivar Railway netted 6,128 pounds. This amount 
was extremely disappointing to the directors, who attributed this 
low figure once more to stoppage of traffic by a revolution and 
a smallpox epidemic. The revolution broke out in February, and 
was not suppressed until June, during which time business was 
completely paralyzed in some sections. The company enjoyed a 
big increase in passenger traffic for the year because fares for 
troop transportation totaled 6,598 pounds, but this amount was 
not collected, for there was no money in the government treasury. 
It was later reported that during this revolutionary period, Feb- 
ruary to June, 1897, the trains of the company were frequently 
stopped by the opposing forces, and, as a consequence, this 
period was a dangerous one for any civilians who chose to travel 
by rail.** 

There was considerable agitation for the actual consolida- 
tion of the South Western with the Bolivar line, for it was 
pointed out that two boards and two sets of administrative 
expenses were absurd for such small concerns.*° On March 1, 
1901, the two companies merged.* 


The Bolivar Railway owned a small steamer, the ‘“Barquisi- 
meto,” which shuttled between Tucacas and Puerto Cabello. 
At the 1901 board meeting, an expenditure of 492 pounds was 
approved for the construction of a small runway to be used in 











4¢“The Bolivar Railway,” SA], CXXXVI (December 2, 1944), 271. 
47 [bid., XLIII (October 2, 1897), 364-65. 
48 “Bolivar Railway Company,” SA], XLV (September 24, 1898), 352. 
49 “The Bolivar and South Western of Venezuela Railway Companyies,” 
SA], XLVI (April 22, 1899), 445. 
6° “Bolivar Railway Co. Limited,” Meody’s, 1950, op. cit., p. 1435. 
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repairing this vessel, thus avoiding the necessity of sending it 
to Barbados for dry docking.” 


Another revolution, which continued into the first half of 1903, 
was finally suppressed by General Cipriano Castro, but not before 
it had cost the company 33,200 pounds.” 


H. R. Wright, in his consular report from Puerto Cabello in 
1912, stated that the Bolivar Railway had requested of the gov- 
ernment the right to extend its line from San Felipe, capital of 
the state of Yaracuy, to Palmasola, a city approximately twenty- 
seven miles from San Felipe.** The following year the Gaceta 
Official of July 27 announced the opening to the public of the 
branch between Palmasola and San Felipe.” 


Bell noted that 1917 was a prosperous year for this company, 
because copper, which it transported in large quantities, was in 
great demand during the war.” 


During the depression of the 1930's the company lost much 
revenue, both from reduced traffic and from increased truck 
competition. To add to the trials of this concern, the copper 
mines at Aroa were closed, thus depriving it of much former 
business. Various expedients were tried in an effort to reduce 
operating costs. Several “gas” cars were built for passenger 
traffic to be used during periods of light freight demand.** By 
1936 the corporation had suffered an accumulated loss of 226,239 
pounds sterling, notwithstanding the fact that trafic was reported 
on the increase.*’ Truck competition had become so severe by 


°1 “Bolivar Railway,” SAJ, L (March 2, 1901), 245. 

52 [bid., LV (December 19, 1903), 597. 

°3 U.S. Bureau of Foreign and Domestic Commerce, “Report on the 
Extension of the Bolivar Railroad,” Daily Consular and Trade Reports, 
No. 4 (January 5, 1912), p. 70. 

**U.S. Bureau of Foreign and Domestic Commerce, “Opening of 
Branch Railway in Venezuela,” Commerce Reports, No. 206. (Septem- 
ber 1, 1916), p. 844. 

55 Bell,op. cit., p. 269. 
66 “The Bolivar Railway,” SA], CXVI (July 7, 1934), 5. 
57 Ibid., CXX (July 11, 1936), 27. 
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1938 that at times the company had to refuse to carry shipments, 
for to do so would result in a loss.** 


Among its other holdings the line controlled 200,000 acres 
of land which tests showed to be suitable in various spots for 
raising tropical produce. The company offered to place this 
land at the disposal of the government to help stimulate immi- 
gration.” The Venezuelan Banana Company, which was an out- 
growth of this proposal, had a capitalization of two million boli- 
vares, of which the government, through the Ministry of Agri- 
culture, guaranteed one-half.°° 


Thus the government had a two-fold interest in the proposed 
new branch line from El Palito to Palmasola. First, because such 
a line would tap the rich Yaracuy Valley and would foster the 
development of the banana industry recently started, and sec- 
ond, such an extension would connect the two principal rail 
systems of the nation. On March 22, 1942, the long discussed 
connection between El Palito and Palmasola was completed, thus 
linking the Bolivar Railway and the Puerto Cabello and Valencia 
Railway. This branch line was thirty-four miles long, and was 
built and owned by the Venezuelan Government, although the 
Bolivar company agreed to manage the project.°* This new con- 
struction joined for the first time five of the nation’s most pro- 
ductive states Lara, Miranda, Carabobo, Aragua, and Yaracuy. 
The extension cost 7,400,000 bolivares ($2,209,000) and was 
the only new construction which had been undertaken in the 
Venezuelan railroad field for two decades.* 


In 1944 the Bolivar Railway Company, Limited, as already 
observed, bought the interests of the Puerto Cabello and Valencia 
Railway Company by issuing 180,000 pound five per cent series 


58 Ibid., CXXIV (July 16, 1938), 51. 
59 Ibid. 
60H. J. Allen, Venezuela, a Democracy (New York: Doubleday, Doran, 
1940), p. 205. 
61 “The Bolivar Railway,” SA], CXXXI (March 28, 1942), 176. 
62 Foreign Commerce Weekly, VIII (September 26, 1942), op. cit. 
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A debenture stock in exchange for 180,000 pounds of first charge 
coupon bonds of the Puerto Cabello Company.” 


In 1948 the Venezuelan Government took over the adminis- 
tration and operation of the Bolivar Railway, and in 1950 at 
the same time it purchased the La Guaira and Caracas Railway, 
it contracted to buy the Bolivar property, for a reported price of 
827,000 pounds sterling, half in cash and the other half within 
nine months.“* The sale was approved in principle by the com- 
pany’s security holders on January 26, 1950.°° The boards of 
these two companies announced that the second and final install- 
ment of the purchase price of their Venezuelan property was 
received on the due date. The Bolivar directors announced that 
the eventual payments for the Bolivar Railway Company's ‘“C” 
debenture stock would compare favorably with forecasts already 
issued; therefore the Board advised holders of these stocks to 
keep them until final disposition was made.* 


The Central Railway of Venezuela 


An English company acquired from the Venezuelan Govern- 
ment in May 1885 a concession to build a railroad called the 
Venezuelan Central Railway from Caracas to Valencia via Ocu- 
mare on the Tuy River, which is south of the capital. In addi- 
tion to contributing 250,000 pounds toward the initial cost, 
the government guaranteed a seven per cent return on the 
invested capital.*’ 


The Tuy River, which empties into the Caribbean at Rio Chico, 
flows through a rich agricultural section of the nation. The orig- 
inal plan was to build south from Caracas, tap this fertile area, 
and then turn west to Valencia. With this idea in mind, con- 
struction was begun in 1885 on the first section of fifty-two kil- 


63 “Bolivar Railway Co. Limited,’ Moody's, 1950, op. cit., p. 1435. 

64 SAJ, CXLVIII, op. cit., 214. 

65 “Bolivar Railway Co. Limited,” Moody's 1950, op. cit., p. 1435. 

66 SA], CL, op. cit., 46. 

67 “The Venezuela Central Railway,’ SA], XLVII (August 19, 1899), 
208-09. 
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ometers south to Santa Lucia. In addition to the many difficulties 
encountered by the company, its contractors, the J. E. and M. 
Clark Co., failed in 1891.** 


The fortunes of the luckless railway concern reached a new low, 
when in 1892 with forty-one kilometers of the proposed Caracas 
to Santa Lucia section completed, a flood carried away in one 
night all the rails, ties, bridges, and installations for twenty-seven 
kilometers.°? Non-payment of the government guaranty, which 
by 1892 had reached 96,591 pounds, prevented any concentrated 
effort to repair the damage. Added to the other troubles of the 
company, was the revolution of 1892, which further paralyzed 
traffic by forcing the line to remain idle for part of the year.” 
Not until 1900 did the company show a net profit and then only 
fifty-seven pounds was reported for the year.” 


At the extraordinary general meeting of the directors of the 
Venezuela Central Railway, Limited, held December 18, 1902, 
in London, a resolution was passed which stated that the 
company would voluntarily terminate its business and sell its 
holdings.” 


After a prolonged period of reorganizing and refinancing. 
the company was registered again on July 7, 1905, with a capital 
of 200,000 pounds sterling in one pound shares, and it entered 
into an agreement with the Electric Equipment and Securities 
Company, Limited, to acquire and build a line from Caracas to 
Santa Lucia and Cua.** Santa Lucia was not reached, however, 
until 1911. The United States Consul at La Guaira reported in 
1913 that the Venezuela Central was to extend its line to the 


6° Great Britain, Foreign Office, Diplomatic and Consular Reports, 
Annual Series, No. 912, op. cit., p. 3. 

°° “Notes and Comments,’ SA], XLIX (October 20, 1900), 427. 

70""Venezuela Central Railway,’SAJ, XXXIII (December 18, 1892), 
646. 

71“‘Venezuela Central Railway,’ SAJ, XLIX (December 15, 1900), 
671. 

72 Ibid., LV (December 26, 1903), 630. 

73 [bid., LX (January 26, 1907), 95. 
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city of Ocumare del Tuy on the Tuy River." The next year the 
directors announced that the extension to Santa Teresa had been 
open to traffic since October, 1913, and that the tracks from 
that point to Aporto, opposite the city of Ocumare, were nearing 
completion.” 

Homer Brett declared in 1916 that the road had completed 
seventy-three kilometers of its concession, and that only twenty- 
three kilometers of the line were lacking to finish its contract. 
The line ran southeast from Caracas to Petare, Santa Lucia, Santa 
Teresa, and Ocumare, and as far as Yare, its 1916 terminus. The 
company suffered a disadvantage in Caracas in that its station 
was across the city approximately two miles from all other 
depots.” The capital stock of the company at this time was 
5,050,000 bolivares, and the total capital invested was 20,015,000 
bolivares.”? 

The world-wide depression and heavy truck and bus compe- 
tition were the main contributing factors to the defaulting of 
its debentures in 1931. They were tentatively sold to a Cana- 


dian firm, but this group was not able to complete the financial 
arrangements.”* 


The problem of competition was made more difficult by the 
intensive highway construction policy of the government. This 
policy evoked the sentiment that the Venezuelan Government was 
seemingly not at all concerned over the lack of rail development” 

The only increase registered during the depression period of 
the 1930's was in firewood and sugar cane freight.*® So critical 








™*U. S. Bureau of Foreign and Domestic Commerce, “Venezuela: Tele- 
graph and Railway Extension,” Daily Consular and Trade Reports, No. 
194 (August 20, 1913), p. 1022. 

7 “Venezuela Central Railway,” SAJ, LX XVII (August 8, 1914), 147. 

"© Commerce Reports, No. 250, op. CH: p. 313. 

7 Special Agents Series, No. 169, op. cit., p. 378. 

’8 “British Investments in Venezuela,” SA], CX (September 12, 1931), 
ZIDs 

79 “Venezuelan Railways in 1931,” SAJ, CXIII (February 11, 1933), 
168. 
*° “Venezuela Central Railway,” SA], CXI (January 2, 1932), 3-4. 
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was the plight of this company that in January 1933, regular 
schedules were suspended, and trains were sent out only when 
there was a demand for service. In that same month the gov- 
ernment subsidy was discontinued and passenger traffic decreased 
from 716,910 to 362,819, due primarily to bus competition.” 
The track from Caracas to Petare, a distance of 9.95 kilometers, 
had been electrified, and it carried a heavy passenger traffic in 
the form of city commuters.* 


Reports in 1936 claimed that the Venezuelan Government 
announced its intention of taking over the Venezuela Central 
in view of the “‘failure of the company to operate in compliance 
with its contract.” The South American Journal, always sym- 
pathetic with British investments, complained that the road had 
encountered extremely severe competition in the form of motor 
transport, while the officials of the company asserted that the 
government made further successful financial operation impos- 
sible by building along its side a system of highways. It was 
the company’s contention that the government did this delib- 
erately in order to acquire the road when trade revived.** 


An announcement was made in United States Commerce 
Reports for 1937 that the Venezuelan Government had taken 
over the Venezuela Central Railway by agreement with the Brit- 
ish owners.** The terms of the expropriation were not stated. 


The Gran Ferrocarril de Venezuela 


The Gran Ferrocarril de Venezuela not only connects two of 
the most important cities in Venezuela, Caracas and Valencia, 
but it also has the distinction of being the longest line in the 
republic and of costing $85,226 per kilometer, which is the high- 
est per unit cost of any road in Venezuela. Some authorities 


81 [bid., CXV (February 3, 1934), 131. 

82 Bell, op. cit., p. 126. 

83 “Venezuela Central Railway,” SA], CXX (November 28, 1936), 509. 
8° U.S. Bureau of Foreign and Domestic Commerce, “The Great Ven- 


merce Reports, No. 2 (January 9, 1937), p. 23. 
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claim that the construction was better than necessity or traffic 
outlook warranted.*° 

As early as July 8, 1887 a Mr. Miiller had contracted to build 
a railway from Caracas to San Carlos using the line already built 
between Caracas and Antimano, for which a contract had been 
let on October 4, 1883. The Grosse Venezuela Eisenbahn Gesell- 
schaft, a joint stock company, was formed in Germany with the 
directors of the Discontogesellschaft de Berlin and Norddeutsche 
Bank of Hamburg helping to administer the affairs of the com- 
pany.** Friedrich Krupp of Essen, Germany, came into posses- 
sion of this concession and in 1885 he bought from the central 
Railroad of Venezuela the necessary rights to complete the line 
from Caracas to Valencia.*’ It was built under a government 
guaranty of seven per cent on an invested capital of 80,000,000 
German marks.** 

The construction work, finished February 1, 1894, was super- 
vised by C. Plock with G. Knoop and E. Isermeyer acting as 
engineers.*° The rails were supplied by Krupp, the sleepers and 
bridge work by Dortmund Union and the Giitehoffnungshiitte, 
the locomotives by Harmann of Chemnitz and the carriages by 
Van de Zypen and Charlier of Cologne.*” Homer Brett, a United 
States consul, stated in 1916 that the gauge of this road was 
three and one-half feet with rails of forty-seven pounds per yard 
and ties of steel and concrete. The passenger tariff was seven 
and three-fourths cents first-class, six and one-half cents for sec- 


85 Commerce Reports, No. 250 (October 24, 1916), op. cit. 

*6 Moll, op. cit., Lecci6n XX, pp. 98-99. 

87 [bid. 

*8 Great Britain, Foreign Office, ‘“Venezuela,” Diplomatic and Consular 
Reports, Annual Series, No. 1602 (London: H. M. Stationery Office, 
1895), p. 4. In a report for the year 1894 from the Caracas Consular 
District, it was stated that although the line had been open a year, the 
traffic carried had not paid expenses. The government had given land, 
exemption from certain taxes and had also subscribed one-fifth of the 
stock. 

8° U. S. Bureau of Foreign and Domestic Commerce, ‘“The Great Ven 
ezuela Railway,” Consular Reports, LIII, No. 199 (April 1897), 469-78. 

°° ““Notes and Comments,” SAJ, XXXVI (April 7, 1894), 356-6. 
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ond-class; the passenger income for this line was the main support 
of the company.** This company made an honest effort to develop 
the territory through which its holdings passed; they planted 
trees, introduced new types of crops, and improved the quality 
of livestock. This constructive work, however, was severely 
handicapped by a plague of grasshoppers.*? The Venezuelan 
Government in 1895 settled its debt to this company, due because 
of the guaranty given on its invested capital.” 


An analysis of the financial condition of this company in 1907 
revealed that it had carried 127,975 passengers for the year, 
18,128 animals, and it had netted for the year $123,270.°* The 
Gran Ferrocarril de Venezuela had acquired by 1916 a conces- 
sion to extend its line from Valencia to San Carlos and also to 
preferential rights to build a branch from Cogua to Villa de 
Cura and Calabozo. Both of the latter cities were located in 
good but undeveloped cattle country.” 


The president of Venezuela announced through the Pxblic 
Gazette in 1943 that the government intended to acquire all 
profits, rights, and interests of the Great Railway of Venezuela. 
It was asserted that this measure had been taken to “stop the 
interruptions and paralysis of traffic’ due to inefficiencies of 
operation and general economic conditions. A federal executive 


*1 Commerce Reports, No. 250 (October 24, 1916), op. cit. To this 
date, 1913, 1913 had been the best year for this concern when 1.6 pet 
cent was earned on the invested capital. 

92 [bid. 

U.S. Department of Commerce, Bureau of Foreign and Domestic 
Commerce, “Foreign Markets for Railway Supplies and Equipment,” 
Special Consular Report No. 60 (Washington: Government Printing 
Office, 1913), pp. 149-52. With the exception of kerosene, which came 
from the U.S., coal from Cardiff, all supplies were purchased in Berlin. 
Its shops were located in Caracas. 

93 Bell, op. cit., p. 337. 

°4U.S. Bureau of Foreign and Domestic Commerce, “Traffic on the 
German Railway,” Monthly Consular and Trade Reports, No. ccr (No- 
vember, 1908), p. 45. 

°5 Commerce Reports, No. 250 (October 24, 1916), op. cit., p. 319. 
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was appointed to take immediate possession of the properties.” 
The owners of the Gran Ferrocarril de Venezuela were paid an 
indemnity of $2,100,000 after World War II ended.*” 

This move did not bring order to the affairs of the concern, 
for in 1947 the Venezuela Instituto Auténomo de Ferrocarriles 
del Estado, working with the ministers of Development, Public 
Works, National Defense and Communications, devised a plan 
to reorganze and completely modernize the entire railway. The 
plan called for the purchase of eleven diesel locomotives of sixty 
tons each to replace the three worn out steam models still in use. 
Doctor Andres R. Larre, general manager of the State Railway 
Institute, stated that with the purchase of these new engines, 
the amount of freight could be increased from 100,000 to 300,000 
tons. Under this new scheme, the road would be completely 
repaired and modernized; this would be done, according to Dr. 
Larre, as the first step in a nationwide program to prevent the 
complete disintegraton of the nation’s rail system.** 


A concession was granted by the Venezuelan Government to 
La Société Francaise del Houilléres de Neveri for the construc- 
tion of the Empresa Nacional Ferrocarril y Muelle de Guanta 
from the coal mines at Neveri in the state of Bermudez to Guanta 
on the coast. In 1882 this company transferred its rights to the 
Société Civile de Cote Ferme, and actual construction was begun 
in November 1886; three years later the section from Barcelona 
to the mines at Naricual was in operation." Norton, Rose and 
Norton was registered in London in 1890 with a capital stock 
of 250,000 pounds in one pound shares to acquire from its owners 
the above concession.’ The stockholders meeting in London 


°° “Gran Ferrocarril Expropriated,” SA], CXXXIV (November 27, 
1943), 257. 

*7 U. S. Department of Commerce, Office of International Trade, Invest- 
ment in Venezuela (Washington: Government Printing Office, 1953), 
p; 65. 
8 ‘“Venezuela Plans to Reorganize Railroads,” Foreign Commerce 
Weekly, XXX (February 21, 1948), 27. 

9° Moll, op. cit., Leccién XX, p. 102. 

100 ‘Financial Items,’ SAJ, XXVIII (May 17, 1890), 637. 
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learned that the enterprise made money until the revolution of 
1892 brought all business activity to a standstill. At this same 
meeting, it was reported that the wharf was completed, twenty- 
three miles of rail line to the mines were finished, and one 
section of eleven miles of track was in operation." The bond- 
holders forced this company into receivership, and at the same 
time an offer to buy the holdings for 160,000 pounds was made 
by a French syndicate. The entire line was opened to the public 
in June 1893. The financial outlook for this venture was not 
bright, as it was still in the hands of the receiver. Two English 
firms offered to buy the holdings, but their offers were refused 
because a French firm had offered more money.*” 


The properties of this company were purchased by the Venez- 
uelan Government in 1895 for 1,500,000 francs.’” 


Rail construction in western Venezuela was never attempted 
on a very large scale nor was it very successful. The lines were 
short, disconnected ones planned to tap the coffee region of the 
Andes and to terminate at some port on Lake Maracaibo. Of 
these small lines the most successful were the Gran Ferrocarril 
del Tachira and the Ferrocarril Santa Barbara-El Vigia. 
Recently the latter was reported to be contemplating suspension 
of operations.’ 


The Gran Tachira line had its beginnings as early as 1881 when 
a concession was granted by the Venezuelan Government to 
Sefior Quintero. Although the government owns 30% of the 
stock, this is one of the two public lines still controlled by 
private investors.’ 


101 “Cuanta Railways, Harbour, and Coal Trust Company,” SAJ, 
XXXII (June 25, 1892), 716. 

102 [bid. 

103 Great Britain, Foreign Office, “Venezuela,” Diplomatic and Con- 
sular Reports, Annual Series, No. 1933 (London: H. M. Stationery 
Office, 1897), p. 3. 

104 Investment in Venezuela, op. cit., p. 62. 

105 “Venezuela to Revolutionize Transportation System,” Venezuela 
Up-to-date, V (March 1954), 13. 
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The other line is the Ferrocarril de Carenero. Under the 1884 
contract between Puig Roa and the Venezuelan Government, the 
line began at Carenero *** and today it extends to El Guapo. At 
one time Dutch capital was invested in the line that was originated 
to serve the cacao growing area.'”’ 


The government established by decree in 1946 an autonomous 
body, the State Railways Administration (Administracién de Fer- 
rocarriles de Estado), and charged it with the responsibility of 
reorganizing and rehabilitating the government-owned lines. An- 
other duty of this agency was to investigate the advisability of 
extending the national rail system by buying those lines con- 
trolled by foreign investors.*** 


After an extensive survey by this body, plans have been ap- 
proved to build, at an estimated cost of two billion dollars, a 
network of 2,640 miles which will absorb the 677 miles of exist- 
ing lines. The first phase of this program, to be built over a 
five-year period, is to include the construction of 455 miles of 
double track and 1,080 miles of single track, standard guage. 
The second phase calls for the building of an additional 1,125 
miles of single track over a period still to be determined.’ 


The program is being undertaken for the primary purpose of 
giving an efficient and low cost transportation system to a country 
in full development and will provide trunk lines that will connect 
agricultural, cattle, and mining areas with the urban centers and 
the nation’s ports. 


The project that received priority was the construction of a 
more direct and unified line between Caracas and Barquisimeto. 
On January 4, 1954, construction was begun on a double track, 
standard gauge rail line beginning at Puerto Cabello and extend- 
ing to Barquismeto, a distance of 109 miles at an estimated cost 


106 Moll, op. cit., Lecci6n XX, p. 101. 

107 ““Carenero Railway and Navigation Company, Limited,” SA], 
(April 19, 1890), 501. 

108 Investment in Venezuela, op. cit., p. 65. 
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of $20,000,000."*° The Venezuelan Government bought thirty- 
three railroad freight cars at a reported cost of $304,000 for use 
on this construction.*™ 


As stated at the beginning, the Venezuelan rail system fol- 
lowed no consistent pattern of growth. However, the govern- 
ment has now taken measures to give this rapidly developing 
nation a rail system scientifically planned to meet the needs 
of its people. 


110 “Transport Development and Economic Expansion in Venezuela,” 
Foreign Commerce Weekly, LIII (June 28, 1954), 21. 

111 “First Rolling Stock Ordered for New Line,’ Venezuela Up-to-date, 
VI (May 1955), 20. 








Peruvian Exchange Controls: 


1945-1948 
By Rolf Hayn* 


In 1945 Peru established an exchange control mechanism 
designed to maintain the exchange rate of her currency, the sol. 
This mechanism existed for about three years. At the end of 1948, 
the attempt to maintain the rate had to be given up, and the 
exchange control mechanism dismantled. Since then a foreign 
exchange certificate system, under which the sol has been allowed 
to fluctuate, has been in existence.’ The certificate system rep- 
resents a very limited degree of control. The purpose of this 
paper is to discuss the much more extensive control mechanism 
used between 1945 and 1948, thereby illustrating the principal 
problems and difficulties that a country under similar circum- 
stances is likely to encounter when attempting to peg an exchange 
rate with the assistance of an extended system of controls. 


The Economic Environment 
Before turning to the exchange controls, the general economic 
conditions under which these controls had to operate will be 
summarized. 
If one word adequate to characterize the period existed, that 
word would be inflation. Table I shows that the rapid increase 
in the money supply and in prices that occurred during World 


* The author is Assistant Professor of economics at the University 
of Oklahoma. 

1 For a summary of the present system see: International Monetary Fund, 
Seventh Annual Report on Exchange Restrictions, Washington, D. C., 
1956, pp. 266-269; and R. F. Mikesell, Foreign Exchange in the Post- 
war World, Twentieth Century Fund, New York, 1954, esp. pp. 313-322. 
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TABLE I 


Peruvian Money Supply 
and Prices, 1940-1948 


1940-44 1944-48 1940-48 
Money Supply at 
end of Period * 
Million Soles 1024 1863 1863 
Million Dollars * 157 287 287 


Wholesale Prices, 
Change 
Import 
Domestic 


Export 


Cost of Living, 
Change, 


Supply Prices 
Abroad *, Change 


1 Includes currency in circulation and sol as well as foreign exchange 
demand liabilities of commercial banks. 


? At the exchange rate of 6.50 soles per US dollar that prevailed over 
these years. 


8 In this index, the changes in the wholesale price indices for finished 
goods of the United States and England, and in the general wholesale 
price index of Chile, have been weighted by the proportion of Peru’s 
imports coming from the United States, the Sterling Area, and Latin 
America respectively. 


Source: Banco Central de Reserva del Peru, Bulletin, various issues. 
The trade pattern from Ministerio de Hacienda y Comercio, 
Anuario del Comercio Exterior del Peru, various issues. 
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War II continued unabated from 1945 to 1948.’ Prices rose not- 
withstanding the price controls already instituted during the war. 

The income and price effects of the inflation tended to worsen 
the country’s balance of payments position. Export prices in- 
creased less than other prices. This tended to make export pro- 
duction increasingly less profitable. It is therefore not surprising 
that, as Table II shows, the output of Peru’s agricultural and 
mineral export products either failed to increase or declined. 
The price indices in Table I also indicate that prices of imports 
rose less than the prices of domestically produced commodities. 
This must have resulted in a strong tendency to import commodi- 
ties whenever possible. At the existing exchange rate, such 
imports were very profitable. 

The income effects of the inflation tended to produce the same 
results. High money incomes, by raising the proportion of export- 
able commodities purchased at home, inhibited exports. Table 
II shows the decline in the proportion of the exportable output 
available for export. The total value of exports increased because 
of the rise in prices. Given the character of Peru’s exports, how- 
ever, the effect of rising money incomes on the demand for im- 
ports and foreign exchange was of greater significance. A 
rapid calculation can give us an indication of the magnitude of 
this demand. 

If the country’s money supply is calculated in foreign exchange 
in order to eliminate exchange rate variations, and if there are 
no controls or supply restrictions of any sort, the foreign exchange 
value of imports will tend to increase by about as much as the 
quantity of money if certain conditions are met. Any potential 
increase in the money supply will, of course, not realize itself to 


* We cannot here discuss what caused this inflation. Suffice it to say 
that it was largely of domestic origin. For a discussion of the causes and 
course of the Peruvian inflation during the war years, see: Rolf Hayn, 
“Peruvian Monetary and Foreign Exchange Policy, 1940-1945,” Inter- 
American Economic Affairs, Spring 1955, pp. 26-31. Price controls were 
instituted pursuant to Laws 8951 and 8952, both of September 3, 1939. 
Also see Decrees of May 31, 1940, August 27, 1943; and Camara de 
Comercia de Lima, Memoria, 1946. 
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TABLE II 
Peruvian Export Output 
1944-1948 
In Million Dollars and 
Thousand Metric Tons 


Cotton 1944 1945 1946 1947 1948 
Total M.T. 67 70 7 65 61 
Total Value 20 26 40 38 46 
Xtbl. Value 17 22 41 31 36 

Sugar 
Total M.T. 418 423 387 432 498 
Total Value 29 37 50 53 44 
Xtbl. Value 20 25 44 46 33 

Petroleum 
Total M.T. 1914 1827 1663 1701 1872 
Total Value 21 21 22 32 52 
Xtbl. Value 14 13 14 14 29 

Copper, M.T. 32 32 25 23 18 
Value . 8 8 10 7 

Zinc, M.T. 57 62 60 58 49 
Value 4 4 6 8 6 

Lead, M.T. 52 54 45 55 49 
Value 7 7 s 10 15 

Gold, Value 6 6 6 4 4 

Silver, Value 7 7 10 8 8 

Total Value 

of Exports! 102 110 140 163 168 
1F.O.B. 


Source: Ministerio de Hacienda y Comercio, Anuario Estadistico del 
Peru, various issues. Data converted into dollars at the 6.50 
exchange rate. 
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the extent that imports increase. The increase in the quantity of 
payment media is here taken as a cause. The conditions that have 
to be met are: ° 


1. The real domestic output purchased at home remains 
constant. 


2. Capital exports or other remittances abroad whose purpose 
is not the payment of imports remain constant. 


we 


. The amount of imports directly purchased with loans or 
grants remain constant. 


4. The price level remains constant. 


5. There is no change in the velocity of circulation. 


These conditions, as we know, were not met. However, we 
can take the increase in the quantity of money that did take 
place, allow for the change in the conditions that actually 
occurred or, where pertinent, would have taken place had there 
been no exchange controls at the existing exchange rate. We will 
obtain a residual representing a demand for imports and foreign 
exchange that could not be satisfied because of supply restrictions 
abroad and exchange controls at home. As it is not possible to 
estimate what capital exports might have been, the residual will 
refer not to the demand for imports alone, but to the demand 
for foreign exchange to finance imports and capital exports. Fur- 
thermore, loans or grants from abroad can be disregarded. We 
are trying to estimate the rise in the demand for imports and 
foreign exchange caused by the increasing money supply. 

According to Peruvian national income statistics, Peru’s Gross 
National Product, in constant soles, increased by about 20% 
between 1944 and 1948.‘ As the value of imports and exports 
were about equal to each other, we shall accept this figure as 
the measure of the increase in the quantity of goods and serv- 
ices purchased in Peru. The increasing output was sold at rising 





® See Rolf Hayn, op. cit. pp. 32, 33, for a discussion of these conditions. 
4See Banco Central de Reserva del Peru, Renta Nacional del Peru, 
1942-1949, Lima, 1951. 
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prices. Table I shows that prices in Peru increased by substan- 
tially more than prices abroad. As we are trying to estimate the 
unsatisfied demand for foreign exchange that would have existed 
had price relationships been in equilibrium at the existing ex- 
change rate, we shall use the rise of 55% in the price levels 
of Peru's trading partners for our calculations. Finally, we shall 
assume that without the supply restrictions that disappeared grad- 
ually after World War II, and without exchange controls, veloc- 
ity of circulation would have risen by about 30%, that is, to 
the level existing before World War II. 


In 1944, as Table I shows, the supply of money was about 
157 million dollars. To finance the 20% greater gross national 
product of 1948 would have required 188 million dollars if 
neither prices nor velocity had changed. The price increase of 
55% would have required another 63 million dollars, or a total 
of 251 million dollars. However, an increase in velocity of 
about 30% would have made it possible to finance the same 
amount of expenditures with about 193 million dollars. At the 
6.50 exchange rate, however, there were 287 million dollars. 
Hence, even if domestic and foreign prices had been in line, the 
unsatisfied demand for imports and foreign exchange would have 
amounted to from 80 to 90 million dollars in 1948. Actually 
existing price relationships tended to raise the demand for for- 
eign exchange still further. Similar calculations for the 1940 to 
1944 period also give us an unsatisfied demand for foreign 
exchange of about 80 million dollars in 1944. During the war 
years supply restrictions abroad kept the unsatisfied demand from 
becoming effective. Between 1944 and 1948 these restrictions 
slowly disappeared, and exchange controls kept the potential 
demand from becoming real. The significance of the unsatisfied 
demand during the period of exchange controls can be gauged 


5 Velocity was as follows during the years indicated: 1937: 22; 1940: 
21; 1944: 17; 1948: 23. Calculations based on the turnover of checking 
accounts. See Banco Central de Reserva del Peru, Bulletin, various 
issues. 
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from the fact that 80 to 90 million dollars are about 50% of 
the value of imports in 1948. 


The allies invaded Europe in June 1944. The end of the war 
was believed to be near. The feeling was widespread that when 
the war ended, supply and shipping conditions abroad would 
make the pent-up demand for imports effective. A capital out- 
flow began in July 1944. Between June 1944 and March 1945, 
when the exchange controls established in January 1945 became 
effective, the Central Bank lost about one third of its foreign 
exchange reserves. The new controls stopped the outflow in 
March.° It is to these controls that we now turn. 


The Exchange Control Mechanism 

The foreign exchange market was divided into two parts: the 
official and the free market. In the official market, the exchange 
rate of 6.50 soles per dollar was maintained. The price of dol- 
lars in the free market rose considerably during this period, reach- 
ing 15.00 by September 1, 1948. The supply as well as the 
demand for official exchange were both controlled. Attempts to 
regulate the free rate were also made, primarily on the demand 
side. We shall consider briefly the supply conditions on both 
markets and then turn to the discussion of the controls proper. 
The Supply of Foreign Exchange 

As Table III indicates, supplies of exchange on the official 
market came primarily from exports. Wth some exceptions, all 
other foreign exchange receipts entered the free market. Among 
the exceptions only Government foreign exchange receipts, includ- 
ing some official loans and grants, are significant. Some other 
invisibles, such as part of the expenditures of foreigners in Peru, 
undoubtedly also entered the official market, inasmuch as part 
of such exchange was probably sold to the Central Bank directly. 
In December 1947, it was decreed that capital brought into the 
country aud converted into local currency at the official rate, if 


6 Banco Central de Reserva del Peru, Memoria, 1945; Camara de Com- 
ercio de Lima, Monthly Bulletin, November 1944 and December 1944. 
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TABLE III 
Supplies of Exchange 
In Million Dollars 


Official Market Free Market 
From % of % of 

Year Exports Other! Total Amount? Total Total 
1938 96 
1944 132 
1945 110 16 89 15 11 141 
1946 140 17 89 18 11 177 
1947 24 87 27 13 207 


1948 





































156 
162 10 87 25 13 197 
















1 Includes grants, Lend-lease, and changes in gold and other foreign 
exchange assets of banks. Operations in connection with payments for 
membership in the International Monetary Fund and the International 
Bank for Reconstruction and Development have been excluded. 

2 These amounts for 1946 to 1948 have been calculated with a yearly 
exchange rate in which equal weight was given to the average selling rate 
of the dollar per month. 

Source: Calculated from Banco Centra de Reserva del Peru, Balanza 
de Operaciones Internacionales del Peru, 1938-1948, Lima, 
1948. 










the control authorities decided that such capital import served 
the public interest, could be serviced at the official rate." No 
evidence of such capital inflows exists. 

In Table III the foreign exchange supplies entering the official 
and free markets have been derived from official Peruvian Balance 
of Payments data. The supplies for 1948 are to be taken only 
as att indication of trends existing during that year that would 
probably have realized themselves had the system continued to 
operate effectively. With respect to the data on the supplies 
entering the free market, it should also be noted that these can- 












7 Decree of December 13, 1947. 
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not help but reflect the fact that the Peruvian Balance of Payments 
makes only rough estimates of many invisible earnings. 


The Official Market-—The Supply Side 

We can now turn to a discussion of the control mechanism. 
The official market will be taken up first. Then we shall con- 
sider the attempts to influence the free market. 

Little need be said about the supply side of the mechanism. 
Supplies were obtained from exporters by requiring them to obtain 
an export license. Such a license was granted only upon proof 
that the foreign exchange receipts had been sold at the official 
rate to the Central Bank or a commercial bank, or that a promise 
to sell upon receipt had been made to one of these institutions. 
This seems to have worked well until, as discussed below, some 
major exporters openly resisted the system in 1948. 


The Official Market—The Distribution of Foreign Exchange 
The supply of official exchange was distributed between imports 
and some other international payments in the proportions shown 


TABLE IV 
Allocation of Official Exchange 
Percentage of Total 


Year Licensed Govt. All Other Other 
Imports Imports? Imports* Govt? 


% % % % % 


1945" 70 71 1 29 
1946 71 7 80 19 
1947 69 17 87 10 
1948°* 65 20 85 14 


1 Data available for the last quarter only. 

* These classifications do not appear separately in the available data 
until July 1946. Before that month, they were included in the other 
classifications. 

° This total includes imports of written materials and small individual 
purchases by mail. 

*Data only for the first semester. 

Source: Calculated from data in Banco Central de Reserva del Peru, 

Bulletin, various sources. 
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by Table IV. No difficulties were actually encountered in trans- 
ferring earnings of foreign companies abroad, nor in servicing 
foreign owned capital in general. In addition to capital service, 
the item “other” includes primarily exporters expenses, and 
student and other remittances abroad. These were residual cate- 
gories. Distribution of exchange made available for these pur- 
poses appears to have been haphazard. There is no indication 
whatsoever as to the basis on which such exchange was distributed, 
except that of first come, first known, first served. Some capital 
flight may well have been financed through these categories and 
some of this exchange may have reappeared on the free market. 
Government expenditures varied considerably. They were mostly 
for imports, including wheat and rice purchases which played a 
role in the government’s price control program. 

With the exception of government imports and imports of 
books and other printed materials, licensing was required for 
all imports to be paid with official exchange. A satisfactory 
system of granting licenses was never worked out. As shown by 
Table V the value of licenses exceeded the amount of exchange 
granted. Only in 1948 does the latter exceed the former. This is 
due to the fact that licenses were issued for only three months 
during that year, while exchange continued to be granted for 
six months. Basically, the amount of licenses granted was ex- 
cessive because a workable system for this distribution could not 
be agreed upon. 


Exchange controls were originally established in order to 
inhibit capital flight. Not much thought was given when the 
system was established in January 1945 to the manner in which 
exchange at the official rate was to be allocated, except that it 
was not to be used to finance capital flight or escape into the 
free market. This is evident from the fact that the January 1945 
decree establishing controls simply vested the Department of 
Import of the Commerce Ministry with the duty of granting 
import licenses on the basis of no other criteria than that it 
should hinder the importation of articles “exceeding the needs 
of consumption.” The Superintendent of Banks then had to 
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TABLE V 
Import Licenses and Payments 
Authorized, Official Market 
1945-1948 
In Million Dollars 


Exchange 
% of Authrzd. 


Applctns. Licenses For Lic. % 31s 
Denied Grtd. Imports! of 2 
Period 1 2 3 4 
1945 8° 85° 19? 
1946 
lst half 15 69 59 85 
2nd half 66 58 










1947 
1st half 67 56 43 Te 
2nd half 55 50 46 


1948 
1st half 






















36° 33° 45° 137 





1 F.0.B. 

* Licenses were granted beginning March 1947. No data for exchange 
authorizations by the Superintendent of Banks are available before the 
last trimester of 1945. Consequently, no percentage has been calculated 
for 1945 for column 4. 

‘Import licenses were granted only during the second quarter. The 
Superintendent of Banks authorized official exchange expenditures during 
all of the first semester. 

Source: Banco Central de Reserva del Peru, Bulletin, various issues, 
and Superintendencia de Bancos del Peru, Memorias, various 
issues. 


authorize all expenditures of foreign exchange at the 6.50 rate, 
authorizations for imports to be automatic whenever the claim- 
ant was in the possession of an import license. The Department 
of Imports of the Commerce Ministry was assisted only by the 
Price Controller, and by a representative of the Lima Chamber 
of Commerce. The Superintendent of Banks was assisted by a 
representative of the Central Bank and by the Minister of Com- 
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merce.* Until 1947 no attempts were made to lay down any 
additional criteria for the granting of import licenses. 

The system worked rather well until the latter part of 1946. 
It did so because licensing really did not limit imports. The 
supply of foreign exchange actually increased over that of pre- 
vious years, as shown by Table III. Hence, the authority was 
optimistic, and granted more licenses than exchange available 
at any one moment of time. As long as the supply of exchange 
kept increasing, this, if done within proper limits, did not need 
to lead to any difficulties. The licenses were good for six months 
and, considering the supply difficulties in manufacturing countries 
in 1945 and 1946, the time lag between the granting of the 
license and the actual importation and request for foreign 
exchange probably was considerable on the average. Moreover, 
the demand for licenses, though potentially very large, was kept 
within reason by the difficulty of obtaining supplies from abroad.” 

Table V shows that it is during the second half of 1946 that 
the amount of license applications denied rose appreciably. The 
large potential import demand was beginning to become effective. 
Supplies were becoming increasingly available abroad. However, 
notwithstanding the large percentage of import applications that 
were being denied, too many were still granted. By October, 
several important private organizations, including the Lima Cham- 
ber of Commerce and the National Agrarian Association, were 
vehemently protesting, first, that too many licenses had been 
granted and that many importers were unable to obtain foreign 
exchange on the basis of their licenses. Secondly, these groups 
also forcibly stated that the distribution of licenses was unfair, 
demanding a thorough reorganization of the system.*° 

In November 1946, a new agency was created, to supervise 
the control mechanism. Specifically, the new agency was charged 


8 Decree of January 21, 1945. 

® Banco Central de Reserva del Peru, Memoria, 1946. 

10 See Camara de Comercio de Lima, Memoria, 1946; Camara de Comer- 
cio de Lima, Monthly Bulletin, October 1946; and also Comercio, Decem- 
ber 10, 1946. 
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with establishing effective criteria for the distribution of import 
licenses. It was composed of a representative from each national 
association of the three producing interests, namely industry, agri- 
culture, and mining, of a delegate named by the Lima Chamber 
of Commerce, and the Minister of Commerce." 

It is surprising to find that the Price Controller was not made 
a member of the new Foreign Trade Board. Overstatement of 
import prices is a well-known means for importers to obtain 
exchange to be used for other than officially authorized purposes. 
Peruvian imports consist of so many different commodities that 
it is not easy to avoid such deception. The required knowledge 
of foreign prices did not necessarily have to be given to the 
licensing authority by the Price Controller, though his agency 
would seem to be the logical source of such information. 


The weight given to producer interests in the new authority is 
notable. It contained representatives of agriculture, industry, and 
mining, and only one from commercial interests, and one repre- 
sentative who might be said to be a delegate of the public, the 
Commerce Minister. The inclusion of another public member, 
preferably the price Controller, who would have looked at import 
policy from the point of view of its effect on prices and costs in 
general, would have made the authority more representative. It 
will be seen that the manner in which imports were controlled 
weakened price controls. Moreover, the inclusion of another 
public member would at least have made the establishment of a 
quota system placing reasonable limits on imports more likely. 

A really workable method of limiting the amount of licenses 
and of distributing them was never found. The inexperience 
of Peruvians with such problems undoubtedly explains this to 
some extent. Peru had never had exchange controls before 1945. 
The composition of the control authority also explains the matter 
partly. However, it is believed that the main reason can be found 
in the inability or unwillingness of various interest groups to 
get together and work out some system of license distribution. 


11 Decrees of November 7, 1946, and January 21, 1947. 
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Given this inability, the only solution would have been the impo- 
sition of compromises by the executive. However, the elected 
President Bustamante, was a man of the center, who came to 
power in July 1945, and was deposed by a military coup in Octo- 
ber 1948. Under attack with increasing viciousness by both left 
and right, he was unable or unwilling to impose his will. 

Not until April 1947, about half a year after its formation did 
the Foreign Trade Board agree on the outlines of a priority 
schedule for the allocation of foreign exchange. A detailed pri- 
ority list went into effect on June 1, 1947. In broad outline the 
priorities were as follows. Priority A contained the following 
sub-priorities: food, pharmaceutical products, and materials and 
machinery for agriculture, mining and industry for the mainte- 
nance of existing facilities. Then came priority B, composed of 
goods called useful, including materials and machinery for the 
expansion of production as well as such consumer goods as soap 
and certain clothing. A third group of commodities, priority C, 
consisted of goods called semi-luxuries, and the last classification 
contained a list of commodities whose importation was prohibited 
unless the Minister of Commerce authorized it. The excluded 
category comprised vehicles above a certain weight and other 
goods not produced domestically, but also goods, especially tex- 
tiles, produced domestically.”* 

Table V shows that this classification did not enable the licens- 
ing authority to keep the amount of licenses issued within the 
limits set by the available foreign exchange. The reason is found 
in the fact that the priorities did not specify any limits to the 
amount of exchange to be allocated to each. Without quotas 
for each of the priorities, the authority, swamped with license 
applications, and under pressure from all sorts of interests, can 
hardly be accused of issuing too large an amount of licenses. One 
is almost motivated to congratulate it for denying as many licenses 
as Table V indicates it actually did. 


12 Camara de Comercio de Lima, Memoria, 1947: and Communication 
of the Ministry of Commrece, April 10, 1947, in Ibid., Monthly Bulletin, 
April 1947. 
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Not only were there no general quotas, however elastic, but 
there were no norms for the distribution of licenses between 
importers. Hence, each importer felt that his chances of obtain- 
ing what he wanted were the better the more license applications 
he submitted. This tended to increase the number of license 
applications the authority had to process. The authority was so 
swamped with license applications that in January 1947 it was 
reported to be one month behind in processing them, and in 
July 1947 it was six months behind.’* Unfortunately, no addi- 
tional official information as to how far the authority was behind 
is available. 

In January 1948, it was finally decided to set up a quota system 
for individual commodities as well as for the distribution of 
licenses between individuals. Quota allocations for individual 
firms were to be based on average imports over 1937-1939 and 
1945-1946 and the “special needs of each firm.” ** No licenses 
were granted until April 1948 while the system was presumably 
in the process of organization. That month, the authority granted 
licenses. It did so up to July of the same year when it stopped 
because the supply of foreign exchange available at the official 
rate was exhausted. 

The quotas according to which the authority granted licenses 
were never officially announced. Other than official information 
indicates, however, that quotas were actually never definitely set 
because the various producing and other interests were unable 
to agree on amounts consistent with the exchange available. The 
quotas tentatively arrived at, on the basis of which the authority 
begun to grant licenses, far exceeded possible supplies of exchange 
at the official rate."° Hence, a workable system of limiting the 


13 See the Communication of the Ministry of Commerce of September 
1947 in Camara de Comercio de Lima, Monthly Bulletin, September, 1947. 

14 Camara de Comercio de Lima, Monthly Bulletin, January 1948, and 
April 1948. 

15 See for example the Comercio, June 3, 1948, quoting the Superin- 
tendent of Foreign Trade to the effect that agricultural interests had 
refused to tell him what quotas they wanted. Also see Camara de Com- 
ercio de Lima, Monthly Bulletin, September 1948. 
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licenses granted to the available supplies of exchange was never 
worked out. 

Licensing, then, was required, with some exceptions, for all 
goods imported at the official rate. However, the licenses granted 
continuously exceeded the foreign exchange available for dis- 
tribution. Quotas for the allocation of exchange between various 
kinds of imports and between importers were essential. With- 
out such quotas importers tended to submit more applications 
for licenses than they expected to be granted. This was a way 
of increasing the chances of obtaining what they wanted. The 
control offices were swamped with applications impairing their 
efficiency. The establishment of a priority schedule for various 
imports did not solve the problem of distributing licenses, for 
no definite limits for each priority were set. 

The Free Market 

We can now turn to a discussion of the attempts to influence, 
if not to control, the free market by import controls. There were 
no “open market operations,” that is, either Central Bank or 
Treasury operations in the market designed to steady or other- 
wise affect the exchange rate. 

The control of imports payable with free exchange confronted 
the same problems as the control of imports payable with 
exchange at the official rate. There is no need to go into these 
here. The priority system also applied to these imports, but 
no attempts were made to establish a quota system. The controls 
on imports through the free market, however, were taken off 
twice for short periods. In December 1946, controls over imports 
through the free market were lifted for two weeks because the 
authorities were facing the problem of establishing some criteria 
on the basis of which licenses could be issued. The same prob- 
lem had to be met at that time also in the official market. In 
the free market, the first reaction simply consisted in avoiding 
the issue, by lifting controls. However, Table VI shows that the 
exchange rate worsened, and controls were quickly reestablished.*° 


16 Communication of the Ministry of Commerce, April 10, 1947, in 
Camara de Comercio de Lima, Monthly Bulletin, April 1947. 
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The second interval between controls was the result of the fact 
that too many licenses authorizing imports with official exchange 
had been granted. Consequently, at the beginning of 1947 con- 
siderable quantities of imports for which official exchange was 
not available piled up in the harbors. By April, these goods were 
valued at about 6 million dollars. In May it was decided to let 
them clear customs if payment took place with exchange in the 


TABLE VI 
Free Market Exchange Rate 
Soles per Dollar’ 


Exchange Exchange 
Date Rate Date Rate 
1946 1947 
June 6.73 ° Aug 14.90 
Sep 7.91 Sep 16.80 
Nov 8.80 Oct 16.60 
Dec 14 8.90 Nov 15.30 
Dec 28 7.90 Dec 12.33 
1947 1948 
Jan 7.99 Jan 10.00 
Feb 8.64 Feb 12.30 
Mar 9.42 Mar 14.48 
Apr 10.50 Apr 14.30 
May 3 10.40 May 14.73 
May 17 11.82 June 14.88 
May 31 11.44 July 14.39 
June 12.23 Aug 14.31 
July 13.00 Sep 14.49 


* Average of selling rates per month or day, as indicated. 

Source: Banco Central de Reserva del Peru, Bulletin, various issues, 
for rates starting September 1947. Before that date, see Superin- 
tendencia de Bancos del Peru, Memoria, 1950, p. 402. 
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free market.'’ As Table VI shows, the exchange rate only wor- 
sened moderately, improving again at the end of the month. 
Import controls in the free market entailed some problems 
peculiar to that market. First, how many licenses should be 
granted? The quantity of free foreign exchange for imports 
was an unknown quantity. Imports competed with capital flight 
and other demand for free exchange. Moreover, the quality of 
free exchange for all purposes was to some extent a function of 
the exchange rate, that is, the supply was not completely inelastic. 


Officially, import licensing was used to keep the exchange rate 
in the free market “in equilibrium” or from “‘rising too steep- 
ly.” ** These statements, on their face, seem meaningless. What 
they meant in practice, is that an attempt was made to restrict 
free market imports below their current rate whenever free 
exchange was rising in price rather suddenly. In that manner, 
the extent to which import demand could compete with other 
demands for free exchange was limited, and the rise in the free 
market rate, with exceptions to be noted, must be assigned pri- 
marily to speculative transactions and capital flight. The excep- 
tions are the two periods during which the controls were lifted, 
and another period of about two months in 1947, to be dis- 
cussed now. 

It was pointed out that the supply of free exchange was not 
completely inelastic. The experience of May 1947 seemed to 
corroborate this. We saw that during that month controls were 
lifted and about six million dollars worth of imports entered 
the country without a considerable rise in the exchange rate. 
Folowing this experience, and to lighten the work of the import 
licensing authority, it was decided to let imports in priorities A, 
B, and C come into the country without licenses if their purchase 
was financed through the free market. Imports in the excluded 


27 Communication of the Ministry of Commerce, September 6, 1947, 
in Camara de Comercio de Lima, Monthly Bulletin, September 1947. 

18 See for example the Communications of the Ministry of Commerce 
of September 6, 1947, and April 10, 1947, in Camara de Comercio de 
Lima, Monthly Bulletin, September 1947, and April 1947. 









EXCHANGE CONTROLS 65 


category were prohibited. However, this was to be an experi- 
ment to be abandoned should the free rate rise above 12 to 
13 soles.” 


As Table VI indicates, the rate rose above this limit in August 
1947. Controls were not reestablished immediately. Instead, it 
was decided at the end of that month that importers were to 
register orders they had placed abroad. Soon over 160 million 
soles worth of imports had been registered as already ordered.” 
At an exchange rate of 15 soles per dollars, this amounted to 
about 60 million dollars a year, an amount much too large in 
relation to the supplies of exchange on the free market shown 
by Table III. 


It was therefore decreed that imports already ordered could 
be cleared through customs, but that no new orders for imports 
to be financed through the free market were to be placed without 
a prior license. Furthermore, such licenses were to be issued 
only when the Commerce Minister gave specific authorization. 
However, no such authorization was given during the remainder 
of the control period. Therefore, the continued rise of the free 
rate in 1948 was probably an acceptable exchange rate. It could 
only have alleviated to some extent the distribution difficulties 
by inhibiting the excessive submittal of license applications moti- 
vated by the hope of getting what was wanted by asking for more. 

Before leaving the free market behind us, it should be pointed 
out that developments on that market were associated with con- 
siderable public and official concern, a concern that might at 
first seem excessive on the basis of the small proportion of total 
transactions financed. However, this relatively small proportion 
fails to reflect correctly the importance of this market. The 
effect on prices and costs of the free market rate was greater than 


19 [bid., and the Communications of the Foreign Trade Board of June 
25, 1947, and 28, 1947, Comercio, June 26, 1947, and June 29, 1947, 
respectively; and Decree of June 19, 1947. 

20 See Communications of the Foreign Trade Board of August 26, 1947, 
and Communication of the Ministry of Commerce of September 23, 1947, 
in Comercio, August 27, 1947, and September 24, 1947, respectively. 
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the relatively small supplies of free exchange might indicate. 
Imports at the free rate included the same commodities as imports 
at the official rate. This tended to undermine the effectiveness 
of price controls, and drive prices and costs up. It is the mag- 
nified effect of the free rate that explains the great interest in 
it and the attempts to influence it. The suggestions to the effect 
that the free market be abolished were, however, not taken up. 
Rather, it was decided to cut imports in order to isolate the 
economy from its effects as the rate kept worsening. The Mini- 
ster of Commerce stated that not even Germany, by imposing 
the death penalty, had been able to control the black market, 
and that Peru, unable to establish such a punishment for trans- 
gressions of this sort, and with much weaker administrative 
facilities, could certainly not hope to do so.” 















Thus, the attempts to influence the free market rate took the 
form of import controls. In practice, attempts to restrain imports 
at the free rate through licensing were made whenever the ex- 
change rate was worsening rather suddenly. Only twice over 
these years was such licensing not required. The first time, the 
exchange rate worsened rapidly, and licensing was restored. The 
second time, the exchange rate did at first remain rather stable, 
and the quantity of imports bought at the free rate increased. 
Soon, however, the sol dropped considerably. A registration of 
orders placed abroad was decreed. This registration revealed a 
demand for imports to be financed through the free market on 
a yearly basis that exceeded considerably the supplies that could 
be expected on that market at the then existing free rate. Hence, 
licensing of imports through the free market was required again. 
However, no licenses at all were granted in 1948. The distribu- 
tion of licenses between importers followed no known criteria 
other than that of first come, first known, first served. Their 
allocation between imports was on about the same basis as the 
distribution of licenses for imports at the official rate. Conse- 






























21 Communication of the Ministry of Commerce, April 10, 1947, Com- 
ercio, April 11, 1947. 
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quently, many commodities were imported at two exchange rates, 
and this tended to undermine price controls. 


An Evaluation of the Control Mechanism 


The main defect of the mechanism just discussed was that no 
quota system was ever worked out on the basis of which exchange 
could be allocated between imports and distributed among im- 
porters. Given the demand for foreign exchange, undoubtedly 
far in excess of supplies available, such a system was a requisite 
for any reasonably efficient administration of controls. A quota 
system could not be agreed upon because the various interest 
groups were unable to get together and the executive was unwill- 
ing or unable to impose its will. The lack of experience of Peru- 
vians with such controls also accounts for the inability to establish 
a reasonably efficient system. It is, however, likely that if the 
demand for foreign exchange had exceeded the supply only 
slightly, better controls could have been worked out. It would 
then have been easier to establish import quotas because no inter- 
est group nor importer need have given up as much. The ex- 
tremely large demand for licenses impaired the efficiency of the 
whole mechanism to such an extent that, according to Bustamante, 
President of Peru at that time, its operation became practically 
impossible. By 1948 the control offices were unable to keep up 
with the applications for imports and foreign exchange within 
a reasonable period of time.” 

The extremely large number of license applications was caused 
not only by the strong demand for imports. Defects in the con- 
trol mechanism itself did inflate the number of applications for 
licenses submitted. Thus, the lack of quotas for individual im- 
porters naturally caused these to submit more applications than 
they intended to use, on the theory that thereby they might get 
what they wanted. Secondly, the right of resubmitting an appli- 
cation following its rejection also tended to raise the number 
of applications. 





22 José L. Bustamante, Tres Afios de Lucha Por La Democracia en el 
Peru, Artes Graficas, Bartolome U. Chiesino, Buenos Aires, 1949, p. 227. 
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The fact that imports could be purchased at the official and at 
the free exchange rate presented a problem and a dilemma diffh- 
cult to solve. In practise, the same goods were imported at both 
rates. This, of course, tended to undermine price controls on 
imports, shifting the distribution of income in favor of importers. 
However, it would not necessarily have been preferable to limit 
imports, shifting the distribution of income in favor of importers. 
only. Such a policy would have decreased the amount of exchange 
available for the purchase of imports considered more essential. 
The solution to this dilemma would have had to have consisted 
in some compromise. For instance, the importation of essential 
goods at the free rate might have been allowed to anyone who 
would not resell such goods. However, in this context the mat- 
ter is largely of hypothetical interest. Price controls were, as 
was seen above, not effective, so that the exchange rate was not 
of great import for the determination of prices. 

Table VII indicates that the pattern of imports was affected 
by the controls. It appears that imports of food, machinery and 
vehicles, and especially the first of these, were a greater propor- 
tion of total imports during the control period than during the 
prewar years shown as a basis for comparison. On the other 
hand, the other classifications shown by Table VII, especially 
textiles, declined as a proportion of total imports. This suggests, 
though quotas were never established, that the priority system 
discussed in the preceding pages did produce some results. In 
view of the difficulties under which the control authorities 
operated, this must be considered an accomplishment of some 
significance. 

The Abandonment of the Control Mechanism 

As the control authorities were unable to set up a reasonably 
efficient system of distributing the exchange available, discontent 
with the operation of the control mechanism and the 6.50 rate 
itself grew. At the same time, the monetary expansion, notwith- 
standing price controls, led to an increase in costs and prices 
worsening the economic position of exporters and inhibiting the 
output of export goods. Exporters were therefore becoming in- 
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creasingly antagonistic to the continuation of exchange controls 
and maintenance of the 6.50 rate.** Moreover, the failure of 
price controls to keep domestic prices from rising further than 
prices abroad undoubtedly also caused many other parties, not 
interested in the exchange rate from any other point of view 


TABLE VII 
Pattern of Imports ’ 
1937-1948 
In Million Dollars 
1939 1945 1946 1947 

Food % 14 21 20 24 
Textiles % 14 11 12 12 
Drugs, etc. % 10 14 12 12 
Machinery, 
Vehicles % 20 16 19 22 23 22 
Metals and 
Mfactrs. % 15 14 15 12 10 10 
Other % 23 28 22 22 23 21 
Total in 
Currt. Dollars 60 49 77 123 168 168 
Total in 
1948 Dollars 111 102 116 164 180 168 

1C.LF. 

The classification of imports corresponds to that of Peruvian customs. 
They have been converted into dollars at the official exchange rate of 


6.50 following 1939. They therefore slightly exceed actual imports. They 
have been deflated by the U. S. general wholesale price index, 1948= 100. 
Source: Ministerio de Hacienda y Comercio, Anuario del Comercio 
Exterior del Peru, various issues. The U.S. price index from 

United Nations, Statistical Yearbook, 1951, p. 391. 


*8 The increasing discontent is apparent in the Peruvian newspapers of 
the time. See Prensa, which reflects the views of exporters, and Comer- 
cio, largely reflecting that of importers. Also see the Bulletins of the 
Lima Chamber of Commerce. 
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than that of consumers, to look upon the maintenance of the 
6.50 rate with more disfavor or less favor. 

In the spring of 1948, open resistance against the 6.50 rate 
and the exchange control system began. The firm of Gildemeis- 
ter and Company, proprietor of the largest sugar plantation of 
Peru, disregarded exchange control regulations, refusing to sell 
foreign exchange returns to the Central Bank at the official rate. 
The matter went to the courts, where the constitutionality of the 
whole system itself was contested. Though the control system 
was upheld, no fine was imposed, and the ability of the executive 
to enforce the control regulations, requiring exporters to sell their 
foreign exchange returns at the official rate, was thus severely 
impaired.** Consequently, by the middle of the year, the grant- 
ing of import licenses and of exchange at the official rate had 
to be discontinued. The Central Bank declared that only six 
million dollars of foreign exchange remained in its possession, 
that these were required to cancel government obligations abroad 
for food purchases, and that no foreign exchange was available 
for 24 million dollars of licenses authorizing imports at the offi- 
cial rate still outstanding.*? During the first week of September 
the unavoidable step was taken. The sol was, in effect, depre- 
ciated and the presently existing exchange certificate system 
was established.”* 


*4 See José Bustamante, op. cit., p. 236. 
25 Camara de Comercio de Lima, Monthly Bulletin, August 1948. 
*6 Decree of September 6, 1948. 














Beneficent Investment: 
The Department of 


Commerce Survey 
By Virgil Salera* 


Setting the record straight is almost a continuous task facing 
officials concerned with the big field of American foreign invest- 
ment. All manner of charges are made in attempts to minimize 
the significance or discredit the foreign operations of American 
companies. If we are not told that American business abroad 
is thwarting the economic growth of other countries, we read 
that the contribution of American private investment to economic 
development is small and inconsequential; at the same time, un- 
official bodies abroad and foreign governments formally seek to 
attract private investment and to assure a suitable ‘‘climate.” 
Perhaps the worst of the unfounded charges that stress the “trifl- 
ing’ nature of the contribution have been made in terms of vet 
figures derived from balance of payments data—and by people 
who should have known that they were making incorrect use 
of such data. 

At long last we have a well-documented official reply in the 
form of an extremely significant Department of Commerce study, 
prepared by Messrs. Samuel Pizer and Frederick Cutler.’ This 
study, carried out with the care and the resources for which the 
Department is world famous, has been nearly two years in the 
making, and is as yet incomplete as of this writing. If widely 


* Lecturer, The American University, Washington, D. C. 
1“The Role of U.S. Investments in the Latin American Economy,” 
Survey of Current Business, January 1957. 
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distributed, it should do much to clarify issues that are misunder- 
stood over far too expansive a cultural landscape. 


I 


Instead of an annual investment flow running to only a few 
millions and the allegedly unimportant contribution of American 
firms to the region’s economy, as loudly claimed by certain people 
and agencies, the direct activities of U.S. companies in 1955 (1) 
accounted for about $5 billion of Latin American output, equal 
to some 10 per cent of the region’s GNP; (2) produced 30 per 
cent of all Latin American exports (a matter conveniently ignored 
by people who have misused our balance of payments statistics) ; 
(3) gave rise to about 10 per cent of total imports into the other 
twenty American republics; (4) yielded the area $1 billion net 
in foreign exchange; (5) through local production, supplemented 
the region’s imports to an important but indeterminate extent 
(also conveniently ignored in analyses based on largely irrelevant 
balance of payments figures); (6) resulted in the disbursement 
of about $1 billion in wages directly to some 600,000 persons; 
(7) involved payments of over $1 billion in taxes to the govern- 
ments; and (8) gave rise to new capital investments of about 
$600 million—equal to twice the year’s increase in the book 
value of the investments. This is an impressive list in any 
man’s language. 


In addition, there were all manner of secondary and indirect 
activities, collectively of substantial importance. These include 
the effect of our business investments in spurring other—domestic 
and foreign—investors to carry out new economic activities, in 
introducing managerial innovations, and in developing programs 
in health, education and social services. It is worth emphasizing 
that the Department of Commerce study is conservative in most 
particulars, as is evidenced, for example, by the fact that it ex- 
cludes the effects of all the indirect activities of American com- 
panies operating in Latin America. As we shall see below, a 
strong case can be made for including other effects that are ruled 
out by the Department's desire to present a conservative picture. 
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II 


The procedure followed in conducting the study is of interest. 
Questionnaires and forms were sent to about 600 companies, 
of which some 300 (covering nearly 1,000 subsidiaries and 
branches) submitted complete returns. Some 200 firms replied 
that they were exempted from reporting either because they had 
total assets under $100,000 or because they had less than a 50 
per cent controlling interest in the Latin American firm. The 
companies reporting to the Department accounted for 85 per 
cent of the total assets employed by all United States companies 
in the other twenty American republics, the percentage of cov- 
erage by investment category being 94 per cent in both agriculture 
and mining and smelting, 95 per cent in petroleum, 71 per cent 
in manufacturing, 89 per cent in public utilities, and 73 per cent 
in “other industries.” On the basis of 1955 earnings, the firms 
covered account for four-fifths of total earnings of all United 
States companies in Latin America. 


Tabular data, shown in detail under each of several key eco- 
nomic headings (book value, gross and net product, imports by 
American firms, sales, employment, taxes, etc.), are additive on/y 
with respect to companies participating in the survey—85 per 
cent of the total. As Messrs. Pizer and Cutler emphasize, ‘‘no 
attempt was made to estimate the equivalent totals for all United 
States companies operating in Latin America.” Clearly, this is 
another concrete example of the study’s conservative approach. 


Il 


The contribution to Latin American production is discussed 
mainly in terms of the output of American companies. A key 
table follows, which the reader should inspect carefully since it 
includes what some persons believe to be the study's most vul- 
nerable items. Again, note the footnote to the table which em- 
phasizes the exclusion of the contributions of public utilities, 
trade and distribution, and service enterprises. 
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Table I 
Net Results from Operations of U.S. Companies 
in Latin America, 1955 a/ 
(In millions of dollars) 


Gross product and capital 


flows of U.S. companies .................-..---.--- By aces 4,771 
Exports to U.S. 1,285 
Other exports for dollars 819 
Exports for other currencies 105 
Sales in local markets 2,475 
Net capital flow from the U. S. 87 

Foreign exchange used by U.S. companies ............ 1,277 
Remittances of income, fees, etc. 610 
Imports from U. S. 515 
Imports from other countries 152 

Net product accruing to Latin America ............. 3,494 


a/ Excludes operations of public utilities, trade and distribution, and 
service enterprises. 

(Each table is accompanied by the statement that the ‘data given cover 
only companies reporting in special survey.’’) 


In the judgment of Messrs. Pizer and Cutler “3.5 billion can 
be taken as a measure of the net amount of goods made avail- 
able to the countries of Latin America through the operations 
of United States companies in the area in 1955. To some extent, 
of course, local resources would have been utilized if the United 
States companies had not been active. However, the value of 
the services performed by public utilities and other enterprises 
not included in these calculations, plus the indirect contributions 
to economic progress in the area resulting from the operations 
of the companies, would offset this consideration.” They also 
add that goods produced by U.S. companies for local sale “gen- 
erally are of the type that, in the absence of the large capital 
facilities and technical and managerial experience of these com- 
panies, would have to be imported.” 
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The inclusion in the measure of the total contribution of the 
output of American companies that is sold locally is undoubtedly 
the most controversial aspect of the study. If this segment of 
the output is excluded, the net product accruing to Latin Amer- 
ica is reduced by nearly 75 per cent, or from $3.5 billion to just 
over $900 million. 


I have already heard some Latin American observers remark 
that the study is vitiated by the inclusion of sales in local mar- 
kets. Is this sweeping charge a valid one? Is any serious qual- 
ification in order? My view, for whatever it may be worth, is 
that Messrs. Pizer and Cutler once again display an excessive 
modesty. I believe they understate their case, perhaps because 
they do not wish to refer to matters that other governments 
would prefer to see played down. 


Let me illustrate. Pizer and Cutler make a good case for their 
treatment and for the conclusion which they set forth. It would 
have been a stronger case if they had made use of some of the 
simple economics of resource allocation, or, as businessmen might 
say, if they had dealt with the kinds of goods that are pro- 
duced and the cost of producing them. In case after case Amer- 
ican firms have entered Latin America to produce goods not 
formerly made locally, or better goods than those previously 
made, or goods of a given type and quality at appreciably lower 
costs. Communities (and I don’t mean small villages) that 
formerly had such poor power facilities that light bulbs burned 
at only a fraction of their built-in capacity, so that one could 
hardly read even when right up against the bulb—to take a 
strong case—, really get something when an American company 
comes in and provides the power in the right amount, and on 
a consistently good service basis. If, as usual, cost is cut in the 
process, so much the better. American companies have done 
this on many an occasion, and can do still more if given a 
chance. Of course, other foreign firms could do the same, and 
local companies in many instances too. One could go down the 
line to point out analytically similar cases: lower-cost clothing, 
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soap, food products, canning of fish, the processing of milk, prod- 
uct marketing, the operation of feed lots for cattle, and so forth. 

And why not deal with the whole question from a point of 
view that is often emphasized by Latin American writers? I 
refer, of course, to the subject of import substitution. When 
this occurs on fairly rational bases, given the resource patterns 
and technical aspects connected with economies of scale, impor- 
tant contributions are made to the economic progress of Latin 
America. This progress, we must add, is not materially affected 
by the nationality of the investor—in Latin America today any 
more than in the United States in the past. How many informed 
Americans have expressed “concern” with respect to, say, past 
British investments in American industry or in the non-life insur- 
ance business? For my part, the more American investments in 
Latin America that result in local sales the more solid will be 
the true economic development of the area. Let’s not be ashamed 
to say so! 

Moreover, in many cases American companies have provided 
desired goods and services—locally procured—on terms that are 
just about the opposite of “exploitation,” in case anyone thinks 
that this is a relevant consideration. Thus, in some countries, 
as a result of actions by the local government, gasoline is sold 
at retail below the f.o.b. export price in tanker lots. Serious 
problems do not arise in connection with such sales, which rep- 
resent a small percentage of total exports of the same products, 
because the companies view the low prices from a broad public 
relations angle. In some cases fuel oil is also sold at specially 
low prices to residents of the producing countries. The field 
of public utilities is another that is worth attention, particularly 
in the case of some countries that have been troubled with serious 
inflation. Lags in the adjustment of regulated rates in effect 
have resulted in subsidizing local consumption at the expense 
of American companiies. (There are other effects, of course, 
an important one being the impact of rate policy on the pace 
of investment in power facilities, the repercussions of which in 
turn affect the inflation, and so on around the familiar circle.) 
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So much for some of the key features of this important study. 
The many details brought out for the first time, the wealth of 
Statistical material in the study’s 14 tables, and the manner in 
which the issues are discussed cannot help but impress the reader. 
I have tried to whet the appetite by highlighting some of the 
study’s significant features, as well as to make a point or two 
in support of the correctness of the authors’ position that pro- 
duction destined for local sale belongs in the gross product of 
American companies that is relevant to the analysis of the role of 
U.S. investments in the Latin American economy. But a short 
summary such as this cannot be a substitute for the real thing. 
Interested students will be well repaid by a careful reading of 
the original Survey article. In the meantime, we look forward 
with keen anticipation to the final report which is scheduled to 
appear during the summer of 1957. 











Schultz’s Economic Test 
By Virgil Salera* 


When a major foundation reached down into the barrel to 
make a grant for a project on technical assistance and related mat- 
ters in Latin America the small band of writers on inter-American 
affairs seems to have acquired more than just another club member 
in the person of Professor T. W. Schultz, the project's director. 
His background and experience in many and varied phases of 
political economy, coupled with a talent for inducing others to 
work with him, encouraged many to hold above-average expecta- 
tions. We knew we could count on fresh insights, expressed in 
an engaging style. 


A good sample of the intellectual “windfall” is found in his 
attempt to put Latin American economic performance and policy 
to an economic test." Though Latin America is being “graded,” 
so to speak, the United States is also in on the examination— 
since Schultz uses “our kind of economic system’’ as his norm. 
The result is an inquiry that does much to put the major issues 
in proper focus,’ as I shall attempt to show in this review article. 


* Lecturer, The American University, Washington, D. C. 

1T, W. Schultz, The Economic Test in Latin America, Bulletin 35, 
Ithaca, New York State School of Industrial and Labor Relations, August 
1956. The publication consists of three lectures delivered in March 1956. 

* Schultz’s fruitful exercise is in refreshing contrast to weakly struc- 
tured theorizing by some Latin Americans who claim that Anglo-Saxon 
economics is largely irrelevant to the issues facing contemporary Latin 
America. See, for example, the serious—but largely unpersuasive—effort 
of J. F. Noyola Vazquez, ‘La evolucién del pensamiento econdmico en 
el ultimo cuarto de siglo y su influencia en la América latina,” E/ Tri- 
mestre Econdmico, July-September 1956. 
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I 


A quick run-down will indicate what Schultz tried to do in his 
three Cornell lectures. In the first, he sought to outline Latin 
America’s experiences, in the discussion of which he points out 
that we may discover the weaknesses of our economic system 
under the stresses and strains to which it is subject in Latin Amer- 
ica as the countries there push ahead with their development.’ 
He groups the countries into three categories—'the very poor,’ 
said to comprise Bolivia, Ecuador, the Dominican Republic, El 
Salvador, Guatemala, Haiti, Honduras, Nicaragua, and Paraguay 
(with 13 per cent of the population); “the not nearly so poor,” 
Brazil, Colombia, Costa Rica, Mexico, Panama, and Peru (which 
have 63 per cent of the population); and “the comparatively 
well to do,” Argentina, Chile, Cuba, Uruguay, and Venezuela. 
The indicated diversity points up the need to re-emphasize that 
Latin America cannot be regarded as a unit and this goes for 
political as well as economic considerations. 


The economic test in Latin America is occurring within a gen- 


erally unsuitable political framework. With the exception of 
several countries there is a narrow and unstable political base; 
there is excessive centralization of government in most of the 
countries; and public administration is weak, a condition that 
usually is directly correlated with economic wellbeing. 


Observations are also made with respect to trade and invest- 
ment relations between the United States and Latin America. 
There is said to be relatively large income complementarity be- 
tween the two areas; specifically, recessions in the United States 


8 Since Schultz is a sophisticated observer and his lectures are replete 
with all manner of modifiers in connection with statements that might 
otherwise be interpreted as sweeping generalizations, I was puzzled to see 
him take this position. To illustrate further, he speaks of the “strength 
or weakness of our economic system when /t is adopted by poor countries.” 
(Italics supplied.) Most of Latin America uses our system only in the 
loosest of senses; in fact, many of their difficulties may be ascribed to the 
disparities involved, appropriate allowances being made for indigenous 
factors. Let me add that “‘allowance-making”’ is no easy task. 
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create hardships south of the border and bad crops in Latin 
America (coffee, our main import from the area, is cited) “soon 
make our consumers worse off.” Though I do not want to mini- 
mize the degree of complementarity present, there is nothing 
like the symmetrical relationship that Schultz seems to claim. A 
correct statement would be that the reciprocal effects hit home 
much harder in Latin America than they do here: our customers 
aren't markedly affected by coffee price movements (though the 
price of coffee is an object of conversation in many situations 
and of headline treatment in a few cases) in view of the fact 
that so small a part of the consumption dollar is spent on that 
product, while our consumers as producers are probably benefited 
slightly on balance by relatively high coffee prices in the light 
of the low price elasticities involved and the favorable im- 
pact, given the elasticities, on Latin America’s capacity to buy 
our exports. 


Statements follow with respect to the share of export trade 
in gross national product (Latin America’s share is four times 
as large as ours), Latin America’s contribution to our imports 


(it tops the list in terms of major areas), Latin America as the 
destination for our private direct investments (it again tops the 
list, but only slightly exceeds Canada—which has less than a 
tenth of Latin America’s population), the Export-Import Bank's 
apparent preference for loans to Latin America over other regions, 
and the extent of American technical assistance in Latin America. 
As one would expect, the nine very poor countries show up less 
favorably than the rest of Latin America with respect to partici- 
pation in trade, direct business investments, and loans from the 
Export-Import Bank. On the other hand, they receive propor- 
tionately more technical assistance, again as one would expect. 


II 


The second lecture attempts to set forth a theory that will 
help to “organize and interpret” the diverse elements that show 
up in Latin American economic experience. Dismissing the Soviet 
model for obvious and sufficient reasons, Schultz points out that 
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it is dificult for an American to deal with economic growth when 
it is to be achieved ‘our way.” This is partly a function of our 
wealth, since methods that work here can’t be applied mechan- 
ically to other areas (though American and other writers who 
don’t like the enterprise economy claim that serious American 
writing runs in terms of mechanical applications), and “it has 
been a long time since we were poor.’’* I do not know whether 
Schultz should be taken literally on this point, or whether his 
remark is to be interpreted in the light of a speaker’s desire to 
“prepare” his audience for comments to come. 


Economic growth is subsumed under the broader category of 
development, which includes social, cultural and political vari- 
ables—as well as the economic system—each as complex variables. 
Within this framework, Schultz concentrates on the allocation 
of available resources rather than on the means of expanding 
domestic capital accumulation or attracting more foreign capital. 
This is a useful approach. By means of it he is able to empha- 
size a traditionally important relationship, namely, the relation 
at the margin between output and conventional inputs. It is 
worth emphasizing that there is a strong presumption that 
Schultz’s superficially more limited relation is highly significant 
inasmuch as the rise of American output since 1870 can be ex- 
plained to the extent of about four-fifths in terms of ‘“‘improve- 
ments in national efficiency” and to the extent of only a fifth 
by the use of additional inputs of the conventional types. 


Schultz suggests that the expansion of output in relation to 
additional conventional inputs derives mainly from proper atten- 
tion to two neglected variables (inputs) and to a lesser extent from 
increases in the extent of the market. The two neglected variables 


* Have we ever been poor in the context in which Schultz deals with 
the matter, given the fact that he (properly) classifies countries such as 
Argentina as relatively well off? In this connection, President Aramburu 
made an interesting observation as this is being written concerning the 
impact of policy: Arentina, he reminded his people, has been endowed 
by nature with great riches, “but without work we will live in poverty 
with our riches.” New York Times, Feb. 20, 1957. 
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are indicated as effort and capital allocated, first, to develop the 
quality of people as producers and, second, to raise the /evel of 
the productive arts. The allocative process is rounded out by 
including (third) conventional measures to increase the quantity 
of reproducible capital goods. The optimum rate of economic 
growth is achieved, as one would expect, when available effort 
and capital is allocated among these variables such that there 
is equalization of returns at the margin. Schultz believes that 
in underdeveloped countries, or at least in Latin America, the 
returns to effort and capital employed in improving the two 
neglected variables are greater than they would be in increasing 
the quantity of reproducible capital. Such is the summary of 
the “bare bones of a theory.” 


Il 


It is in the third lecture that an effort is made to apply the 
theoretical apparatus to the data at hand. First, Schultz notes 
that conventional notions about capital pay almost no attention 
to capital embodied in the two neglected inputs: for example, 
no part of education is included as investment; and personal 
expenditures on health are considered a part of consumption. 
(Note that this and other parts of Schultz’s ideas provide small 
comfort to the analysts who are making so much of—reproduc- 
ible—capital/output ratios, ignoring the question of the wobbly 
statistics customarily used by them.) 

Though Schultz comments on the situation in many countries, 
the cases of Mexico, on the one hand, and Haiti and Paraguay, 
on the other, provide good tests. The former manifests strong 
economic growth, while the latter do not. Mexico ranks high 
on the score of resources allocated to improving the two neglected 
variables; Haiti and Paraguay do not, and Point Four programs, 
though helpful, have not sufficed in these two countries to offset 
deficiencies in local effort to improve the quality of people as 
producers and raise the level of the productive arts. Mexico also 
comes out well on the score of expanding the stock of reproduc- 
ible capital of conventional types, for the country has managed 
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to keep a good balance between public service facilities and plant 
and equipment in manufacturing and agriculture. 


There is plenty of evidence to indicate that Schultz has made 
a fairly good case for his views. In most instances in Latin Amer- 
ica where there is a poor output/input relationship, the observer 
notes that relatively few resources are devoted to improving the 
quality of the people and raising the efficiency of productive 
techniques. In such places, “poverty breeds more poverty.” Con- 
trariwise, countries where a good output/input relationship pre- 
vails are also those in which considerable resources have been used 
to improve the two neglected variables. 

Thus, our “open, market-directed economy” works well under 
Latin American conditions in some cases. Judging from the 
tenor of Schultz’s remarks, it is capable of working fairly well 
in all (or most) cases if appropriate actions are taken. 


The weaknesses of this type of economy as it has functioned 
in Latin America have taken the form mainly of (1) inflationary 
excesses, (2) failure to redress income inequalities, and (3) 
unbalanced development in the form of neglect of agriculture 
in some cases, the failure to provide sufficient overhead capital 
structures in others, and, above all, the allocation of too little 
effort and capital to improve the quality of people as producers 
and to raise the level of the productive arts. 


IV 


Schultz’s general position is so sensible, and his clarification of 
some of the basic issues has been made in so refreshing a man- 
ner, that one is reluctant to cavil. Since, however, his position 
may well prove to be a fruitful take-off for other analysts, espe- 
cially those seeking a more comprehensive “‘solution,” it may pay 
us to touch upon matters that appear to be unsatisfactory. 


What may be said about the proposition that Latin America 
is using “our way” of operating an economy and “‘our kind of 
economic system,” namely, an “open, market-directed economy” ? 
Insofar as a market ° economy may be said to contrast with the 
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Soviet-type system, there is some point in regarding Latin America 
as a follower of our kind of system. Surely, however, this is too 
rough-and-ready a procedure if the purpose is partly to judge 
whether the American system works well south of the border. 
There is more to an advanced ‘‘market-directed’” economy than 
an impersonal mechanism for allocating resources. Such a mech- 
anism is only a necessary’ and not a sufficient condition. A lot 
more would have to be specified, as I have tried to indicate in 
a different context.° 


From an operational point of view, I wonder whether it makes 
much sense to separate the two neglected variables as Schultz 
has done. Admittedly, there is ample precedent in the literature 
for the distinction. Would not it be better to emphasize the 
first of his neglected variables, which is the key item, subsuming 
most (though of course not all) of the diverse elements included 
in efforts to raise the level of the productive arts under that 
category? In fact, Schultz writes as if the two were coordinate, 
but I feel sure that programs in underdeveloped countries to 
deal with the people as producers, which would consist mainly 
in extending the use of superior but known techniques, would 
necessarily carry with them improvements—in many cases per- 
haps to the extent of a large part of the potential improvements— 
in productive techniques. Thus, a farmer who is taught how to 
deal with, say, drainage problems on his land embodies more 
capital in his person and simultaneously contributes to raising 
the productive arts in part by broadening the base through which 
such acquired techniques are disseminated. Incidentally, rais- 
ing the arts does not always proceed along a one-way street: in 
the Peruvian Andes some American farm technicians (working 


51 do not wish to imply that economic markets are absent in the Soviet 
Union. Markets as such simply aren't important in the key, over-all alloc- 
ative sense if the government arbitrarily decides the composition and 
volume of output made available to the people. 

6 “Enterprise and Development,” in Motten, Salera, Davies, and Bal- 
gooyen, Latin America: Development Programming and United States 
Investments, University of Pennsylvania Press, 1956. 
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on mining company property) tried to follow a policy of delaying 
soil preparation until just before planting, despite warnings from 
some of the indigenous population in the area, only to learn 
the hard way that they were doing things inefficiently. 


Are the main operational variables in Schultz’s scheme two or 
three in number? Two are said to be neglected, but in the indi- 
cated adjustment process equilibrium is achieved by proceeding 
to the point at which there are equi-marginal returns to a speci- 
fied threesome. Since Schultz deals expressly with the optimizing 
Situation, I assume that any ambiguity or shortcoming on this 
score is to be ascribed mainly to the demands of the lecture sys- 
tem of presenting ideas and to the audience's level of technical 
understanding. Many of our Latin American friends, however, 
are likely to argue that the quantity of reproducible capital goods 
(of the right kind!) is not much less neglected as a factor in 
most countries than the two neglected factors in Schultz’s system. 
In fact, this type of observation points up a deficiency in the 
test under consideration. Schultz has indeed performed a val- 
uable service in emphasizing factors that have been neglected in 
most of Latin America, both at the policy level and in the writings 
of the “experts,” but neglect too is a relative matter—as are 
all things in political economy—and the quantity of reproducible 
capital (to repeat, of the right kind) surely must rank high 
on the list.’ 


Finally, let me say a word about Schultz's remarks concern- 
ing the “revealed weaknesses’ of our system. As has been indi- 
cated, these relate to inflation, income inqualities, and lopsided 
development. My comments in this connection are largely log- 
ical derivatives of statements made above concerning the appro- 
priateness of the taxonomic basis used by Schultz. If anything, 
I would argue that inflation in Latin America—and there has 
been too much of it—stems more from an all-too-general dis- 
regard of the central requirements of any workable economic 





7In saying this, I share Schultz's apparent dissatisfaction (p. 13) with 
such efforts as Rostow’s attempt to itemize development “propensities.” 
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system, and specifically one similar to our own, than from the 
play of the system as such. As to income inequalities, I wonder 
whether it is the inequalities themselves as much as the structure 
of capital formation, the scope and pace of developmnt, the 
behavior of government, and the like, of the economies in which 
inequalities loom large that are the real culprits. Would our 
own economic development have been as good as the record 
shows if we had markedly less inequality during our first cen- 
tury? I doubt it. In other words, one must view income distri- 
bution within the context of the basic forces at work (or which 
could be made to work) in a developing economy if the issue 
is to be seen in proper perspective. Regarding lopsided develop- 
ment, my main reaction is that Schultz commented only in general 
terms. I subscribe to most of what he has said; some day he may 
wish to round out his views by giving us his systematic appraisal 
of the government variable, which I classify as another neglected 
element of no mean importance. But on this point the implica- 
tions, if not the specifics, of Schultz's lectures come through in 
something more than muted fashion. 
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